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, This'report contains findings and reccmcendations of 
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administration of its la-ws^ regarding small businesses and tc examine 
alternative solutions*to those problems. Part 1 consists cf the 
findings* of five st_atewide Task Forces that concentrated on these 

1 aspects of operating a small business in California: access tc 
capital: taxation, regulation, and assistance; education, training, 
and technical assistance; commercial and industrial revitali zatio n; 
and nontraditional small business. In 'part "2~Ts a set cf recommended 
actions, selected and refined by an ad hoc State review panel from • 
recommendations prepared by the TasJc Forces. Part 3 summarizes 
research findings about California small businesses, The research % 

* described here includes a study of sm'all business's xcle in 
employment growth, California case studies,, problems- and {respects of 
nontraditional small business, literature summary 3 and bibliography of 
urban small business development, aqd beffe^its and ccsts of extended 
supported work projects. Appendixes include complete lists cf 
recommendations from each of the five Task ""Forces and listing of Task 
Force members. (YLB) , ' m . 
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' ' ^ . PREFACE ^- • \ 

I am pleased to;,shar-e with you the attached ' report , Small 
A ' Business Policy" for California . This report, funded through 

the Governor's Special Grant under the federaj. Comprehensive 
Employment and Training Act, contains the findings and recom- 
mendations of the California Urban Small Business Employment 
'Project. The recommendations were derived from five tasK 
forces, composed of representatives of sma.ll businesses, * 
pr oifessional , pi^blic and governmental entities- 

Report findings emphasize the key role small businesses play 
in technological and product innovation, creation of new 
jobs, and California's overall economic vitality. They 
further provide specific recommendations .designed' to foster 
growth e-f new and existing small businesses 1 . 

Some df the findings and recommendations could ultimately 
impact 'directly upon not only small businesses but also 
many agencies, departments, committees, boards, cpuncils % 
and interest groups in California. . 

It is our hope that^-thi'S report will be informative to you . 
and will serve as a catalyst for future cooperative efforts 
& in examining the range of factors which affect the creation 

and expansion of small businesses in California. A prin- 
cipal interest of the Employment Development Department (EDD) 
i-n.the report focuses on the job generation potential of 
small businesses. Hence, this Department is available to 
assist other entities in exploring the recommendations of 
this independent project, particularly as they relate to 
employment generation.- Please forward any comments to EDD's 
Planning and Policy Development Office (916/322-2198). 




DOUGLAS X. PATINO 
Director 
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EXECUTIVE SUMMARY 



Ninety-five percent of the businesses in California have 
fewer than 50 employees. They provide h5% of all of the 
private jobs in the State. The State's rate of employment 
depends significantly on the creation arTd expansion of small 
firms.' Fifty-six percent of the State's net ga^in of 
employment- between 1976 and "1979 came from firms with fewer 
than 20 employees. 

There are significant adverse factors which diminish the 
ability of Californlans ^o start new businesses ^and to expand 
existing ones. These adverse factors operate especially 
strongly in urban ar-e'as and can be characterized generally as 
follows: J 



lack of concise objectives to guide' State 
" agencies and local governments in creating a 
"good climate" for small businesses formation 
and growth; 

failure to maximize the economic benefits of * 
State business assistance; 

existence of government-sanctioned economic 
discrimination against small businesses. 

• Although the Project recommends several short-term 
improvements, fundamental improvement in smal\ business 
capacity to stimulate- job creation and generate revenue can 
be expected only through initiatives with relatively long 
time horizons. .Research indicates that most net new 
employment' is created by firms during the first two years of 
existence, and that only a small proportion of new firms 
(13%) are strong generators of employment, 
i 

These findings imply that State efforts to assist 
employment growth should be (a) to encourage formation ot 
those businesses which are 'most likely to expand and (b; to 
provide resources which encourage! expansion. In addition to 
modest direct expenditures for small business needs, such 
efforts should include tax and regulatory changes, 



coordination of educational and business development 
inttiatiyee, creation of investment * intermediariesvjrna 
creation of a set of business development policy objectives 
for use- by the agencies ancKgovernmental .units, both State 
and local which currently affect small businesses. 

Specif ically the Projects recommendations include: 

authorizing indirect investments by pension funds 
. » in small business. 

changes in bank regulation and in training of 
bank .loan officers. 



making the corporate net income' tax progressive. 

authorizing small business net operating loss 
carry forwards. 

funding small business development centers at 
State University campuses., 

' - reforms in State procurement procedures. 

r including entrepreneurship education into 
public instruction programs. 

» • 

using enterprise zone designations to target 
incentives to urban-small businesses. 

requiring disclosure of small business lending 
information by financial institutions. 

facilitating Incorporation and operation of 
cooperatives and employ6e-owned busineses. 

* developing supported work small businesses to 
provide jobs for hard core unemployed persons/ 

State and local governments have a special 'interest in 
preserving small ^businesses which act as stabilizing elements 
in economically fragile neighborhood economies. The public 
costs of business failure or desertion- in terms of community 
deterioration are very high. The State's special interest in 
expansion of small businesses is also clear. Such expansion 
is the most efficient source of employment generation and 
economic growth. Policy initiatives directed toward 
community preservation and job creation should have high 
priority . ' 
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This Report contains the findings and recommendations of 
the California Urban Squall- Business Employment Project. The 
Projects recommendations-are intended to provide practical 
ways -to improve' the financial, regulatory and physical 
environments in which California-small businesses operat^ 
• gnd, in particular, to encourage th^r ability to create new 
jobs. The Proje,ct_was~ created in January 1980 under 
concurrent sponsorship of the Employment Development 
Department, the Governor's Office of Planning and # Research 
and the Office of Economic and Business Development. The 
Project was composed of citizen' members from the State's 
urban areas, representiag^ different small business, 
professional, public aniLgoyernment^al interests. % • 

During the 13 months of \its activities, the Project 
examined, on behalf of small] businesses, the Staters role in 
financial markets, its educational arid training policies^ 
its approach to urban revitalization, its t^x policy and its 
view of innovative business forms. The Project identified 
problems in the Staters policies and in the administration 
of its laws and examined alternative solutions to those 
probTems . * - 

The Report is in three mparts. Part I consists d r f % the 
findings of five statewide Task Forces which concentrated^ on 
different aspects of operating a small business in ( 
California. Part II is a set of 'recommended actions, 
selected and refined by an ad hoe State review panel from 
recommendations prepared by_the Task Forces. The reviewers, 
included staff representatives from tjne Employment 
Development Department , the Office of Planning 'and Research, 
the Department of Economic and Business Development , the 
Department gf Industrial Relation^ and bath-houses of the 
Legislature. Part III summarizes\r esearch findings about * . 
California small businesses." Significant research .focused 
on creation of state'policy towards\small businesses is 
apparently unique, arvd the wqjk commissioned "by the Project 
resulted in novel conclusions-. The complete reports of the 
research teams are in' Appendix 3 to this Report-.*. 
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Three major concerns provoked recurrent discussions by 
participants in the ' Project . First, effective programs, to 
assist small business to innovate, to create employment and 
to stimulate. growth must be conducted >ithin an integrated 
policy framework. To do this, there must^be concise and" 
specific 'qbjectives\which can guide different State agencies 

'and local- governments. There is no single "initiative which 
is the key to encouraging small business success* Rather, 

Jthe cumulative effect of many governmental decisions creates 
for 'destroys a "good business climate". Without policy 
guidance, such decisions can result in contradictory 
resulifs. , 

Second, public resources intended to aid small 
businesses. must be targeted effectively. When the State 
directly intervenes ^by providing small business assistance, 
it should focus on njaximizing the economic payoff. While 
this appears self-evident, it is politically tempting to 
spread eligibility for/help to include the widest possible-, 
range of recipients or' activities, often at the expense of 
effectiveness. . Additional research is needed in order to 
. provide a rational basis for decisions to target public 
resources for job creation purposes. 

Third, there are multiple instances of unintended 
governmental economic discrimination against small 
businesses which the State can and should correct; 
Instances of discrimination' include the corporate net' income 
'tax, regul.ation of capital markets and banks, "State 
procurement policy and employee^ training programs. 

The authors of this Report echo the following 
observations of the United States Senate Select Committee 
on Small BXisiness: „ 

Each generation must rediscover "and translate 
^ traditional institutions into .terms that are 
meajDinqful. Unless we do a better job with 
the values of the smaller participants in our 
free private enterprise system, small business 
will not K be continued, preserved, or encouraged 
in the future • . . • [T]he Small Business <» 
Committee is deeply concerned that we may lose 
these enterprises and their manifold economic and • 
; social benefits to the quality of American *life 
-Jtn the years to come** 



* Smail Business and -the Quality of AmeAcan Life^ Senate 
Select Committee on Small Business, Washington, 197/. 4 
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• r PART I 

TASK 1 FORCE FINDINGS % 

OVERVIEW * * 

Each of tbe Project's five Task Forces found-that the 
economy of .California is a remarkably robust ana 

• bewilderingly diverse one.* It depends both upon very large 
corporations and upon hundreds of thousands, of small 
businesses which, in the aggregate, employ almost half of the 
private work force of .the State. The California economy has 

* benefited f^rom the migration of peopje ana Enterprises, large 
'.and small, froft the Northeast and Midwest and from the 

abundan.t natural resources of this State. , Nonetheless,* the 
Task Forces were unanimous in also^ finding that small 
businesses, and especially those located in some of the 
State's densely populated urban areas, face a series of 
problems which prevent them v f rdm reaching tfherir full economic 
, potential. - " 

Existing small businesses M..u f |ban ,areas face 1 undue 
difficulty in expanding and of fen rn. maintaining or 
perpetuating themselves. In maWurben communities, it is 
increasingly difficult for anyone, td seek or be able to start 
a small business. Moreover, .whi^j? the oveYall number ot 
small businesses continues to incjtease, the share of tlie 
market captured By small businesses shrinks: The Task Forces 
found that* although there were special difficulties involved 
in operating a business in an urban area, most 9f the needs 
of small businesses transcended their location.' However, 
small businesses play a key* and often overlooked, role in 
all urban revitalization programs. / As a result -initiative^ 
focussed on small businesses are, 6 part ieularly important wherT 
formulating* policy which is intended to bring employment and 
services to economically-disadvantaged urban populations. 

The five Task Forces identified three generic issues 
which cut across the specific areas of interest of the Task 
Forces. These issues were: 

• 1. Economic' disincentives resulting from public policy 
which reduce the likelihood of small business 
w creation or expansion. 



Private sector market failures which reduce the' 
access of small businesses* to Yieeaea economic 
resources and information. 

Discrimination against small businesses sanctioned 
by force of law, administrative decision or by 
concepts of public pchLj.cy. # • * 

In order to create an economy in which the propensity to . 
invest. and to create productive enterprise is maximized, 
significant reforms or innovations are required in each of 
these areas. Whale some of the detailed findings of the Task 
Forces, set forth in the individual Task Force Oiscu&Sio.n 
Summaries below, may be adaressed by short term 
recommendations, the Task Forces were quite, clear in N their 
belief that the long ruff capability of small "businesses to 
stimulate jobs and create revenue can only be improved by 
more fundamental and long range undertakings. Many such -long 
range initiatives appear to result in unacceptable short term 
expenditures or revenue losses,* w«hich cannot be matched *with 
precision against their expected long term benefits'. 
Nonetheless, without such initiatives, even an economy as 
st.rong as that of the State of California will find its mo$t 
creative and volatile sector, 'small businesses, to* be 
increasingly unable to create the employment, income, goods 
and services required in the years ahead. 

defining "Small Business ". In reaching their findings, 
the Task Forces used a someyhat flexible definition of "small 
business." It is clear that no single definition of small 
- business is adequate for §11 policy formulation purposes.- % 
Business size can be measured. by as'sets, employment, revenues* 
oV wages and salaries. Each, of these indicators provides a 
different measure and has different uses. What constitutes a. 
business as small, using any given indicator tends 'to vary 
widely, depending on the uses to which the def initioru is 
Nput. Traditionally, different industries have defined 
relative size differently. The issue is further complicated 
by the existence of hybrid, forms o.f business, like 
franchises, which display characteristics of both small and ■ 
very large businesses . 

" The basic guideline adopted by each Task Force was to 
class aW farms employing*50 or fe^er persons as small 
busine'sses. Of all firms in California, 94.5% have fewer ; 
than 50 employees. The Task Forces were free to elaborate on • 
this definition. The Capital Access Task Force indicsffewL 
that it believed' that somewhat larger businesses, including 
those- with significant growth potential should also 
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be considered "small 1 ! ,jbecau'se. of their inaoility to gain 
access to puolic capital markets. T^e Taxat-ion, Regulation 
and Assistance Task Force suggesteg annual 'revenue limits of 
$1 million for non-manufacturers, $2 million for 
manufacturers an*d $3 million for construction firms as a^ , 
definition of "small."" 
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DISCUSSION SUMMARY 



l . ' % • • Pag 

"fl[. Capital Uses and Sources % » . • • • 6 

*B|. CapUal Gaps % * • • - 7 

C. Private Sources of Small Business* Capital . . . -12 

d. Public Sources of Small Business Capital ... .17 

Inability to obtain appropriate^ investment' and 
operating^pital is one of the bbs'tacles to small 
business creation and growth most persistently cit^ed by 
owners' oT small businesses. Paradoxically, howeviet:, there 
w seem£ to be no crisis apparent with regard to smalA 
business financing, except 'in times of peak interest 
rates. Small businesses continue to open^ their- doors ; 
masti existing businesses cont^ihue in operation; and 
California banks' point with pride to the number of loans 
madp to small businesses. Why then do small -business 
owners, complain about insufficient accessSjto capital? 

! The answer to that question- involves analysis of the u 
use's, and sources of small business financing. 

' ♦ > \ 

a", capital uses and sources 

/ Small business uses for capital can be broadly 
classified into the following categories: ■ - 

:1. -Pre-start up and start'up expenses, including 

r \ research and development, product and prototype 

j. ' development, market research, ,and organizational 

expenses; - % ^ 

2. ' Working capital, including inventory, work in 

process and receivables*, financing; 

3. . Equipment financing;' and 

4. Real estate financing. 

The relative proportions of funas used for these ^ 
categories va*y from business to business as a result of 
diffejc^ng products, age of : the business,' size, and other 

12 * * 



factors*. For»example, young, growing small businesses 
have nee*as 'for capital which are Disproportion atgj^larg^, 
but it is gust /such .businesses which are able Wprovicte . 
the major increases in employment. • 

Businesses satisfy their capital requiteme/fts from the 
following sources: t * 

, 1. Equl'ty financing, including funds from 

entrepreneurs ' personal savings, external 
investors .and retained earnings; ^ 

* - / ^ 

* -2. Non-equity venture capital, including convertible 

debt, debt with warrants or "e^fJt^aebt; 

3. Normal debt, which can be subordinated, _ — 
unsecurea, or secured; and be *£fciort-term , 
meaium-terjn, long-term, continuous or revolving; t 

4. Leases,* bot'h of real property ana of equipi^t; or 

5. Miscellaneous,^ including factoring ano * , 
franchising . 

The Task force examined the sources of capital in 
detail and -concluded that capital^scarcity in certain key 
situations 'discouraged creation or small businesses, 
retarded the growth of others and made still others 
unnecessarily" vulnerable to adverse changes in the economy. 

B. CAPITAL GAPS * 

> - f K * % * 

As it sought answers Vo the question posed 'aoove , the 
•Capital Access Task Forfce identified several key gaps in. 
the availability of -capital for smaller enterprises. 
These gaps include: 

1. - Start-up f&fd "second round" capital, both equity 
andvnon-equity, especially for technology-based 
businesses; * * 

Me04um-term (2 to 5 ya^r maturities) loans or 
^Tnes of credit for existing firms; 9 

Long-term sefcure'd loans for land^ plant expansion 
s and equipment; and 

A. Long-term 4 mixed equity and debt packages. 
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There are fewer problems .with re^are to other types of 
capital. Obtaining short term bank\],oans\f or working • 
capital is not .overly difficult for most existing small 
businesses; likewise, many small businesses are -able to 
get short term credit ar^nged through equipment* 
manufacturers or suppliers. ^However, another potential 
gap, capital for business creation by low income persons, 
pfisas special problems of accumulating tfnitial equity, pna 
should be considered -to be a separate issue which requires 
a comprehensive, programmatic response. • " . 

Start-up and Second Round Financing . The first of the 
gaps identified by the Task Force results from changes in 
the business environment which have altered both the 
extent of small business capital nee"ds~and the 
availability of key .components of the mix o# financing. c , 
The cost of entering inoustries with high growth potential 
has incre^fc drasticai ly . ^ Once, several inaividuals with 
technical expertise coula begin & viable semi-conauctor 
business with less than $250,000. Recent industry 
estimates indicate that, because of needs for increasingly 
sophisticated equipment, a similar business today woula . 
require $2 to 3 million for start up. Initial capital 
needs' of this size puts a start up beyond ttie limits of 
the savings of most indiviauals and manfl^Jps outsiae 
investors. Likewise there has been a "qualitative change 
in the ability of high growth businesses to obtain capital 
necessary to sustain growth rates of 40% to 100$ .per year, 
which are : typical and necessary for a technology-basea 
firm. Despite highly publicized: recent publ'5\_f inanoing 
of genetic engineering firms, second round financing for 
high growth firms is'rare. When even glamorous, 
technology-based businesses have 6 difficulty obtaining 
appropriate capital, less spectacular, but growing..and 
solid firms find, the task almost impossible . 

One of the most widely described and decried 
d&velopmenis-o-C-the— last 15 years in the capital market 
has been the gradual extinction of public equity financing 
. for'small and medium-sized businesses . This trend has 
been accompanied by the demise of the majority of small, 
regional brokerage houses, which .provided the entrfe-into 
the public equity markets and functioned as market-makers ' 
for the securiti%s of sma^l firrtfc. Concomitantly, the* 
expense of selling securities publicly has skyrocketed. 
The disappearance' of the public equity market for smaller 
businesses has two related, pernicious effects. First, 
those businesses are forced to rely* etfer more exclusively 
on retained earnings and debt capitql*Tor expansion 
purposes. Secondly, because prospective investors realize 
that their opportunities to resell, securities of a smaller 



14 



-9- 



business at a profit in. the public market are relatively 
slim, they are less likely to purchase the securities in 
the first vplace. Both Federal and State securities 
'•regulation have contributed to the difficulty and 

complexity of rafsing private equity capital. Th£ -Task 
/Force" found that 'the State can 'undo regulatory roadblocks 
v\ without jeopardizing the public. « 

Medium-Term Debt Financing . Obtaining medium-term . 
loans is a problem for most small businesses, even 
allowing for the SBA's loan guarantee program. Federal 
and state banking regulation and. the highly concentrated 
backing market in California have combined to cause 
significant aversion to ' loan loss risk's by the 'State's, 
banks.. This risk aversion particularly affects _ small 
businesses, even when they are willing to pay higher 
interest rates to; co mpensa te for higher risks. In, 
addition to unjustified institutionalized risk aversion, 
bank lending officers in branch banks often lack -expertise 
and motivation to make significant numbers of small 
business loans . ' 

LoM-'Teriit Secured Loans . Long-term financing for > 
busines's improvements is readily available to large 
Companies from insurance companies or the public debt 
market. However, small businesses are' usually unable to 
tap these sources. The loans which stoall businesses seek 
are\often too "small, or too long-term, or beyond~the area 
of lending expertise of potential lending institutions. 
Again, SBA-sponsored institutions have made only a small" 
dent ir> this neglected market. While SBA Section 502 
> Local Development Companies and California Business and 
Industrial Development Companies ("BIDCOs") are promising 
initiatives directed at this problem, the capital and the 
\ guaranteed authority available 1 to them are severely 
limited... If the bond.s -to be issued Under the' rfewly 
created California Industrial Development Financing Act 
can be primarily used to finance businesses at , the smaller, 

efra~Tf^h"e _T aniJWatfrs _ 5l2e spectrum, the Act could be a 

major contribution to easing the gap in long-term finance. 

Bus'iness Purchase Financing . As a result of the, final 
.. gap identified by the Task Force, small businesses are too 
of ten- wound up, even though successful, because 
appropriate long-term financing for_replacement of a 
partner or for prospective new owners cannot be arranged. 
Mixed equity/debt financing for these and other business 
continuation or expansion purposes should' be more freely 
' available. • : . 

/ 

Data oh Capital Access . Financial data clearly 
indicate a massive shift in the ability of small 
" * businesses to gain access both to equity capital and, 
• possibly more importantly, to middle-term and long-term 
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aebt. " Comparing- the years 1972 through, 1976, with the 
earlier period of 1958 , through 1971, indicates that 
manufacturing corporations with less than $1 million t 
increased their dependence on internally-generated funrds 
from about 30% of annual financing to nearly* 5*0%. 1 ~" 

Similarly, the same small businesses doubled their use of 
frank loans in excess ofone'year of maturity , jfhile their 
use of other long-term . liabilities , principally bonds and 
leasing agreements, decreased v from 17% to about 2%. This 
shift indicates a drastic decrease in tjie ^average maturity 
of financing, because bank loans typically have a much // 
' shorter period *of maturity than the other sources of 7 
financing.* The credit needs of norVmanuf acturing small f 
businesses arre at least as severe as those of 
manufacturing businesses, which are able to. accumulate' 
greater stdcks 'oT assets suitable for collateral. 

In order to analyze. appropriately /the neeos of small., 
business -for different types of credit, it is important tg 
differentiate anfong, small jbusinesses* by size. Nationwide 
surveys taken between 1973 and 1976 indicate that the ^ 
.smallest and the largest small businesses view \ 

unavailability of credit as a*signif icantly rtvore important * ^ 

jDarrier than, do middle-sized small businesses. ** The . 

smallest are businesses with less than $50,000 in annual 

sales and the largest are those with annual sales of more , 

than $350,000. 'A possible explanation fox this fact is 

suggested by Osborne and Bradford, i* a report . prepared 

for the California Assembly Office of Research in 

1977.*** They concluded that larger businesses need 

credit to expand, while the smallest businesses need 

credit tQ survive. Middle-sized small enterprises tend to # ♦ 

stay within a limited size range. 

The Task Force emphatically believes that many 
existing small businesses 'are unnecessarily 1 - 

under-capitalized because of Unavailability of middle-term 
and long-term debt, the resultant reliance upon 
internally-generated funds for expansion hinders their ■ 
growth and their capacity for "employment generation. • > ■ 

■■ . * 

* National Federation of Independent Businesses, 
Quarterly Economic Report for Small Business . 

** Der-ek Hansen , . Bankincrand the Finance of Small 

Business, ,Report to the U.S. Comptroller of the Currency, - 
J777T . \ ^ " • ' 

*** A.E. Osborne and W.D. Bradford, Smal^l and Minority 



Business in California. Performance and ProspectsT 
California Assembly Of rice / ^ N Research, 1977. \^ 
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The Role of Policy in Addressing Capital Gaps . The 
Task Force recognizes £hat there are a number of overall 
economic conditions which -impact upon small businesses 
which the State of California can do little to remedy- > 
directly. High interest rates, low savings rates, a 
depressed equity market for most small issues, inflation, 
•and government-induced changes in the capital market have 
contributed to small businesses 1 financing problems. At 
the other end of the spectrum, patterns of implicit 
private and sutUic credit allocation have resulted in 
uneven opportunity for small businesses to locate and 
expand on a neighborhood-by-neighborhood basis. ' 
Businesses in suburban areas have a better chance to. 
obtain business capital' than those in some urban areas. 
'This sort of "allocation" results in part because of the 
increasing reliance of small businesses on funds from 
family, friends and associates. Dependence on this source 
makes entrepreneurial success mu.ch more dependent on the 
■economic class of the entrepreneur than his or her merit. 
Another cause af* implicit "allocation" is the tendency of 
whatever institutionally-derived risk capital does exist 
to flow primarily- to > small businesses in high _ technology • 
industries, which tend_to be located in relatively 
affluent semi-suburban areas. The Task Force concluded 
that the State should and could. do more to .make capital 
resources more available to small businesses in a more 
equitable fashion.' • 

The Capital Access Task Forte devoted most of its 
attention to : ' " ' 

• * i * 

(a) evaluating the'need and potential for using 
public policy to increase sources of financing to 
fill the capital' 'gaps it identified; 

(b) examining the difficulties faced by the banking 
system in meeting. small business capital needs; 

(c) examining certain issues of State tax policy and 
small business needs for management assistance, 
to the' extent that those issues affect the , 

•ability of small business to gain access to 
capital. ( 

The" Task Force left to the Taxation, Regulation and 
Assistance- Task Force the" detailed analysis and 
recommendations with regard to tax poliey which affect the 
capacity of small businesses to generate capital 
internally. , 
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Although the State of California can have little 
effect on overall macro-economic problems, there are a 
series of initiatives which the State could either 
encourage , or undertake on its own, to ameliorate the 
capital and creoit difficulties faced by small * 
businesses. These initiatives fall into three major 
categories : 

A. Small ttut significant reforms in the regulation 
of state-regulated financial institutions, 
licensing additional independent banks and 
aggressive negotiation with leaders of the * 
lending 'community to establish greater 
participation in opportunities available in small 
business lending. 

B. Introduction of new instruments and techniques to 
permit small businesses to borrow at mo,re 
favorable interest rates, for terms th£t are 
longer than currently available. , » 

C. * Creation of a package* of regulatory and tax 

changes to make equity investment , in .California 
small businesses much* more desirable than is 
* , ' currently '.the case. 

. The- Task Force's recommendations (Appendix 1, , pages 
102\103), are directed toward creating initiatives in these 
areass The remainder of this Discussion Summary examines 
the perf ormanca«of institutional sources of small business 
capital and sets forth the findings on which the Task* 
Forceps r ecommendatians are based. 

C. PRIVATE SOURCES OF SMALL BUSINESS CAPITAL* 

Commercial Bank?s . Small businesses rely on banks as 
the ^'single most important institutional source of small 
business finance.' Banks provide small businesses with 
'general- short-term credit, se6ured loans and, along with 
specialized private lenders, inventory .and receivables 
financing. Small 'business reliance on banks has increased 
markedly in the past 10 years. Evidence also suggests 
that, during this period, the average maturity of loans 
from institutional sources, including banks, has been 
dramatically, reduced. At £he same time, the availability 
of both long-term debt from other sources and of risk % 
equity capital has been significantly reduced. t This 
reduction places additional pressure on small businesses 
to utilize short-term bank lending as though ufr were risk 
capital. Standing* squarely in the face of thrs 
development is a 'history of bank regulation and) banking 
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practice which encourages '.banks to avoid business risks, 
even when accompaniec by commensurately higher rates or 
overall return. The Task Force was particularly concerned 
about the effects of risk aversion by institutional 
lenders. One Task Force member summarized researcn 
results on this issue in a "paper as follows: 

It was found that a majority of California's major 
' bank senior officers defined the market for bank loans 
as the "no risk" market and did not believe in 
gsadations .of risk, even if accompanied by .similar or 
even better ratios of return. 

Put in simple numbers, banks generally believed that a 
loan portfolio with a 12% face interest return and 
0.5% loss rate was' acceptable, yielding an 11.5% 
return before expenses. Banks did not believe that a 
14% face return with a 1.5% loss rate yielaing a 12.5* 
net return before expenses was an acceptable business 
practice.* ' . 

Because of risk aversion, mjjny small businesses , which as 
a class are perceived almost universally to be higher risk 
borrowers, find it difficult- to obtain debt capital at any 
cost. This difficulty is especially true of term loans _ 
with maturities in excess of two years. Risk _ aversion is 
prevalent in older urban areas .where the banking community 
is more consumer oriente'd and where business risks are 
^believed to be higher.- 

Rather than attempting' to combat such credit policy, 
both Federal and S±ate banking regulation tends to . 
reinforce it. TyJIcally, banks are very highly leveraged, 

« and in order to' protect depositors, both the Federal and 
State' governments have 'adopted extremely conservative * 
standards of bank regulation. T4ie most obvious example of 
this regulatory orientation- is the, tendency of bank • 
examiners to "classify"' loans to -small businesses without 
regard to the borrower's actual credit worthiness. . 
Classification means that a lean is. deemed so insecure 
'that it may not be counted as a part of the banks assets 

' for purposes of calculating reserve requirements. <s 

One major Federal smal'l business program has focused 
pn this issue. The Small Business Act of 1958 guarantees 
90^of the principal, of 'bank loans made to small 
businesses. That program, however, has not beep able, to 
alleviate risk over some issues fully because both banks. 

, * "Hansen,- 6p. cit -^ p * S \' s ' • * 
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and small ousinesses perceive the additional costs o'f 
transaction *and rea tape to be, excessive }r and because the 
guarantee authority under the program is limited. 
Nonetheless, over $ 2.4 billion in SBA guaranteed §7(a) 
loans were made* during fiscal year 1980. 

The Task Force formulated five m recommendations * 
intended to reduce the incidence of risk aversion'in small 
business lending. They are intended to complement F.ederal 
efforts. 

The Task Force concluded that the degree of 
concentration in the banking* market in CaliVorni'a is a 
factor in the availability of finance for small business. 
Large banks tend to concentrate their commercial lending 
efforts on larger customers because the transaction costs 
of making such loans and the risk factors both tend to be 
low. The extensive ^r'ar^ch networks of the larger banks in 
California have not v resulted in a strongly positive . 
response. to small business lending demand. Branch -bank 
loan officers often have a conservative approach to small 
business loans. In part this conservatism results fromi 
the method the banks use for evaluating the* performance'of 
branch bank managers and loan officers. Such evaluations 
tend to focus on the number of defaulted loans * 
attributable to the branch, rather than to landing 
profitability. Branch bankers ^too frequently are not 
adequately trained to evaluate small business loan 
applications, and the high turnover of branch bank lending 
officers tends to make it difficult to maintain long-term 
borrower relationships which would support higher rates of 
loan approvals. Many branch bankers advance,. .through their 
b^artk's administrative system as head tellers and operation 
managers rather than ^through the bank's lending; system. 
Of f icers ^with this training often manage a branch with 
high teller activity, usually in urban communities.' Such 
an officer too' often lacks long-term commitment to , t 
commercial lending and, as a result^ urban small business 
lending needs are likely to be de r emphasized. 

In order to meet t-he needs oj many small businesses • 
for more accessible short and medium-term lending, banks 
should be encouraged to develop alternative systems 
evaluating -small' business lending applications. Newly 
established small businesses are rarely able to project 
current net earnings, and many expect, to generate profits 
no sooner than v seyexa'K'years . after start-up. Yet banks * 
consistently tend to < evaluate requests for loans during a 
business f s incubation stsme on a' yearly performance basis 
without regard to growth pT>t£ntial and future 
profitability. This short range approach to lending is jji 
deterrent to adequate capitalization bf new and growing 
businesses. Lending based on growth /potential is clearly 
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needed. Such alternative lending criteria are used as a 
matter of course in some foreign countries, including 
Japan. <• ' . 

It appears that small newer banks tend to provide 
proportionately better financing services to small 
businesses than larger banks. Creation of additional 
banksfcould help small businesses in many communities. 
However, in too many instances, small banks cannot 
generate sufficient savings activity and deposits to meet 
the loan demands of local small businesses. Thif is a 
particularly acute problem in economically depressed areas 
where savers tend to be older people who^ave been 
customers of a large bank for many years. Increasing-'the* 
liquidity of small and new banks could be an important 
aspect of a stra'tegy to improve the availability of 
financing for small businesses.. 

The need for adequate .data concerning small- business 
lending is' a very important issue. There is very little 
information cQncerningrbusiness .lending patterns, broken 
down by- si 2; e of business_jand location of lender. .While, 
the FederaiXCommunity Reinvestment Act requires some -small 
business loan information disclosure, 'most bariKs aggregate 
their commercial loans in their reports, making it 
difficult to determine actual performance by area. 
Without such data, it, is impossible to determine how well 
a bank has performed as a small business lender. A 
statewide bank may make* a"irignTf icant cluster of small , 
business loans through a single branch to particularly % 
attractive borrowers,' such as highly successful electronic 
businesses, while at tlYe same time-, ignoring all other 
small business loan demand. JSuch -a .cluster of loans might 
not reflect as significant a commitment to small business 
lending as might otherwise appear. As a result, there is 
a need 1 to supplement *he -disclosure requirements of the 
Federal Community Reinvestment Act in order to require, 
bank branches to ^disclose their small business lending 
activities within their immediate neighborhoods. 

•Othe r Institutional Lenders ." In -addition to banks, 
there are a number of other institutional capital sources 
theoretically available to small businesses. In 
actuality, however, mpst small businesses receAve'.no 
capital from non-bank, private institutional sources. 

When- no'n-bank credit is obtained,, it often is- from 
suppliers. Businesses interviewed by the Project s. 
research team indicated that suppliers credit; was 
important to them, although it was limited in. 
versatility. Credit extended by suppliers is almost 
always short-term and usually secured by a lien on the 
items purchased.'..' Equipment financing often Involves . 
leasing rather than sales., , 



> Businesses~in some inaustries teqa to use specializeo 
lenders for equipment receivables* or inventory ~. 
financing. The specialized lendeft include commercial/V 
finance companies and/ industrial PBan companies, which ate 
state-regulatted financial institutions which provide -a 
variety of i/elatively high -cost business credit services. 
The maturity of loans issuable by industrial loan 
companies i? limited, in general, to seven years or less.. 
Industrial loan companies are a relatively insignificant 
aspect of the small business capital market. 

Savings and loan associations are primarily known as 
-sources of home mortgage loans. o Nonetheless, they are 
also permitted to lend funds based on the security of real 
property other than residential property. Federally 
chartered associations may invest up to 25%' of their 
assets in commercial real* estate loans, commercial paper 
and corporate debt securities-. State chartered 
associations are 'likewise permitted to make commercial 
real property loans for terms ©f up tc twenty years'. \, 
Because of the massive size ofth§ savings and loan, 
industry in California, any comprehensive attempt to^ 
stimulate increased lending to small businesses must 
include them as an integral' component , despite the fact 
> that cotomercial and industrial lending has historically 
*b'een a 'minor aspect of their activities. 

. Life insurance companies a-re major' sources of capital 
for larger -businesses, primarily for placement of longer 
term debt securities, sometimes* with equity 
participation. HoweverT^f inancing o fjom insurance 
companies is relatively unavailable +£q small businesses. . 
Most insurance debt placements are of substantial size/ in" 
order to reduce transaction costs*, and are generally* 1 
beyond the scale of the needs of small busirtesses. 
Moreover, legal restrictions od the portfclios of 
insurance companies restrict their ability to invest' in 
small 'businesses to a substantial -degree. Finally, 
insurance companies lack the Sreta^l network" of branches 
^ancTlending officers that banks tend £o possess, making 
them less accessible to borrowers. Despite "the 
unfavorable attributes of the insurance industry as a 
source pf capital for jinall businesses, the size of the 
financial resource*, which they .control .gives^insurance 
companies interesting' potential* toi^invol vement in small 
business lending pragrams. Howeve^,' any such small _ 
business lending program necessarily musk include creation 
of new intermediary institutions : to pern^rm the- marketing • 
and credit analysis functions which insurances companies' 
are currently ill-equipped to undertake. A'nother possible, 
tactic is the assembly 'of a- sufficiently attractive * 
package of State and Federal incentives to induce existing 



fiscal .intermeaiaries, such as orokerage houses, to 
package small business loans in formats which «are more 
accessible and* acceptable to insurance company investors. 



An example of this latter approach is the combination 
of Small Business Administration guarantees and California 
Pollution Control Financing Agency tax-exempt bond ^ 
issues. ■ The bonds are industrial revenue bonds backed by 
a guarantee of the SB A.. They" typically provide financing 
for 10 or morejSmall businesses under, a single issue. 



■ Institutional Sources of Equity . Capital . The problems 
faced by small business in tapping the public market for 
^equity securities were described above. vEven greater 
problems exist in attempting to sell equity securities to 
private and public pension funds.. The pension funds 
constitute the largest institutional source 'of. investment 
capital in the nation, but because of legal restrictions 
on investments and lack of appropriate financial * 
intermediaries, their capital is -unavailable: to small 
busfaess. . The* investment* policies of private f unds £re 
constrained by the Employees Retirement * Investment 4 
Security Act, which has resulted'in /increasing-the. 
concentration* of fynd managers ^on the debt securities and 
stocks of ttre largest and most stable corporations. State 
statutes mandate the same result for all but a very small 
proportion of the assets of public pension funds. k 

Despite traditional reliance by the funds on long-term 
corporate bonds and 'mortgages,' market conditions have 
forced the funds increasingly into' stocks and, more 
recently and ict^very modest amounts, into ventur'e 
capital. This movement ' could provide the bapis for> 
significantly increasing the flow of private capital' to^ 
smaller businesses if appropriate intermediar.y . ' 
institutions can be found or established to create and 
manage small business investment portfolios. The Task 
„Force believes both ^the BIDCO program and existing SBICs 
offer good starting places £or such a program.^ 



• D- ' PUBLIC SOURCES OF SMALL BUSINESS CAPITAL 
Small Business Administration 

The major Federal response to small business needs for 
capital has been through the Small Business 
Administration, which operates a large geperal purpose 
loan guarantee program and a large number of small # special 
purpose direct and guaranteed loan 'programs for eligible 
small businesses. 





Section 7(a) Loans , In fiscal* year 1979, the SBfi' 
guaranteed $2.58 billion in % small business loans, and made 
direct loans of $229 million. In fiscal year 19*30* the > 
corresponding figures were $2.38 million in guaranteed 
loans and $83.5 million in direct loans. It^ is worft^hile 
to note ttpat these nationwide dollar amaunts for- Small** 
Business^Administration lending represented in 1980 a 
total of 16,360 loans to small businesses. This nbmber 
should be^^oempared .with the over 400,000 srfall businesses 
in tyhe State of California which employ one or more people 
in^aaditiop 'to^ thei^ owners. , 

-The Small. Business Administration^ direct and 
guaranteed loan program, Section 7(a), is by far i^s most' 
important undertaking in the capital; markets. 
Nonetheless, in addition to the fact' that a, relatively 
limiteS number of loans are* available , £BA guarantees and 
direct loans have not been efficient in 'gaining -access for 
small businesses to* new sources, of capital. The SBA has 
become Increasingly concerned with collateralizing its 
exposure in trite same way that a private ^bank would. 
Because of this trend, the mMn advantage to most 
businesses of a SBA loan is to gain a slightly lower 
interest rate and a ^lightly longer term for the loan than 
would be the case if # the business collateral had been used 
for a purely private loan. In addition, SBA loans 
typically require business entrepreneurs * l to risk all of 
theic persona^ asset's, in addition to all of the 
business's ass&ts, in support of the loan. By requiring 
such pledges of personal property, the SBA guarantee 
becomes most attrafctive to people who own stable 
businesses or to those who have little in the way pf . 
personal assets tp lose if the business fails. This 
policy, therefore, is no incentive, and perhaps is a k 
disincentive, for people who own property who might 
consider starting a new business. Small ' business owners 
are -almost uniformly -negative wi-th-rega-Fd to the- f JxexL^l . 
tape" generated by the SBA loan approval policy. The SBA 
requires secondary evaluation of all SBA loans by a SBA 
loan officer, an- unnecessary and expensive step which 
tends to shift responsibility for making the loan from the 
bank to the Government. Finally, the SBA provides 
assistance only to businesses which fall- within its size / 
standards. Because of the rapid erosion of /the capital / 
market for any business less than a very substantial size, 
there is a gap for businesses larger than ,£he SBA size / 
standards but. not so large as to be able to gain access to 
significant bank lines of credit, or private placements 
from insurance companies. 
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Small Business Investment Companies . The Small 
Business Administration licenses _ana regulates Small 
Business Investment Companies ("SBICs"), which are . 
privately capitalized and managed financial institutions. 
SBICs are chaTtered to provide fequity capital ar/d 

aong-term loans with maturities' of at least five years to 
small businesses. They also ar,e authorized to .provide 
management assistance to the companies they, finance. 
Although an SBIC can purchase equity securities of a small 
business, it is prohibited, in most cases, 1 from owning 
more than 50% of the voting securities. SBICS are able to 
guarantee loans made by lending -institutions to businesses 
in Which the SBICs have invested. SBICs are /means of . 
funneling public funds to private businesses/ through' the 
medium of long-term loans by the government /to each.SBKJ. 
After an S8IC is qualified, and is licensed/ the SBA will 
lend up -to $3.00 of Federal money to match every $1.00 of 
private money invested in the SBI-C. Funds /lent to ^the 
SBIC by the SBA carry a .one'-half percent surcharge (\ver 
the government cost of capital. - The surch/arge covers 
operating expensre-s-arrtl is used to' create A loss reserve. 
So far there have been no serious losses jand there is a 
substantial surplus in the loss reserve./ The SBIC program 
is currently of substantial size, with o//er. $650 million, 
in financing to sm'all business outstanding as of the end 
of fiscal year 1980. At that time, thefe .were 439 SBICs, 
including 110 so-calied Section 301(d) /licensees. Section 
301(d) licensee's are SBICs which have been provided with 
additional financing, incentives which /Lower their\ 
operating jcosts but which, must direct /their financings 
towards" businesses owned ana operated/ by individuals who 
are economically or socially, disadvantaged . ' 

i m \ j J ** ' 

Although SBICs are an important resource ..for small 
businesses, 1 they suffer ffrom a number oft faults designed 
i\to trte program. The principal difficulty is their 
inability , to provide '.'patient" or lfong-tjerm, non-interest 

"fand^-^to growing busines-s. SBICs- rfiust clover- -their 
overhead and the. current interest costs/qn the debentures 
issued to! the government. As a result, SBICs are.-biased^ 
in favor bf low risk investments frhich pay 'an immediate 
return. (Their investments typically take the form of 
convertible, interest bearing loans' rather than straight 
equity investments. Despite^ this objection, SBICs remain 
an important addition to capital-access for small 
businesses. However, the performance of SBICs could be 
improved by public investments khich, provided funds on - 
which interest is deferred. Such investments _ in the SBICs 
would permit them .to increase the flow of equity to 
growing small businesses. /■ 
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State ana Local Development Corporatiohs . The State , 
Development* Corpdration. program, under Sectiorv 501 of tbe 
Small Business Investment Act is a potentially Important^ 
source of capital for California small b.ilsinesses. '/ 
California is unique in allowing for the Jormatfion of jany 
number of development corporations within the* State urkjer , 
the licensing and -regulatory authority of the State 
Banking (Department. The regulated statute of t(ie State - 
-Developm&frt Corporations, known in Califbrnia a^ Business 
and Industrial Oeveloprrrent Corporations or "BJOCOs", i# 
particularly 'important ;*because it permits tb&se ; 
institutions l to be eligible* for other government , guarantee 
programs, including the SBA Section 7(a) program. Use of 
other -guarantees ite critical to a BI0C0 because virtually 
ne guarantees under-Section 501 have t>een 'granted in 
recent years. 

« * * 

A BI0CO csfn be incorporated and owned' by a^ wide ^ 
varied of investors, including individuals, financial 
institutions, business corporations, public utilities, 
non-profit organizations, and governmental bodies. Thev- 
opportunities for a BIpCO'js financial operations are 
equally broad. It may* lend money or otherwise extend 
credit, purchase securities directly or Indirectly, ory- 
lease property to the businesses in the ftate of ^ ^ 



California. In addition, lit may provide management ana 
technical assistance and a^vice^ to California business 



^ firms 



Although the primary purpose of the State's BIOCO^ 
legislation was initi^l^y to permit^the operation of State 
Development ,Corporatfon& pursuant td Section 501 ar\d to 
use Section 7(a) of the Small .Business Act f *BI0C0s ^re not 
limited to operations involving the "Small Business • ^ 
Administration. They are authorized to provide financing 
assistance and management assistance to business firms, 
without regard ta~si£e~slandards., provided they are 
located within" the State of California. One/of the 
.primary attractions of the flexibility available to BIOCOs 
is the ability to. utilize their status as a licensed and - 
regulated financial institution to obtain federal « % '- 
guarantees for up to 90% of the amount ,of the loan 
extended tea small business* After obtaining such a 
guarantee, a BIDCO <Day attempt to sell t*he guaranteed 
portion of the loan to other institutional investors and 
relihvest the^ proceeds from the sale of the guaranteed 
poAtion. In this* way, the BI0C0, which originated the 
loab, can multiply its initial. tapital Sot lending into a 
much larger amount through .the use of the Federal * - 

guarantee* This leverage is limited, of course, bv. the 
constraints; mentioned above, on the use of the Section 
7(a) program, -such as excessive reliance on 

4 m 
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collateralization, Mgh transaction costs and delays 
resulting, from SBA loan approval policy, -ana loan size 
restrictionsrimpos^g by the SBA. Nonetheless, the ability 
to obtain Federal guarantees of BIDCO loans makes this 
type of small institution a potentially powerful Source of 
capita-1 for California businesses. The potential will 
not, however, be realized unless significant -amounts of 
equity capital are invested in BIDCOs. 'During the first 
three years after adoption of the BIDCO legislation, there 
has been no. rush to incorporate and capitalize BIDCOs, 
although at the date of this report, two are in existence 
and others are planned. Having- created this unique and 
potentially powerful institution by statute, the State of 
California should* direct its attention to perfecting the 
institutional framework for the operation of BIDCOs and to 
encouraging their initiation and operation. 

The SBA also administers programs of local development 
company loans for purchase of land, * buildings, ^machinery 
and equipment. In fiscal year 1979, SBA direct and 
guaranteed development company loans totalled $79.7 
million, and in 19,80 totalled just $20 million. For 
fiscal ye^ar 1981, however, the SB/Tis authorized to 
provide a 100% guarantee of principal and interest on 
debentures issued by certain selected TcTcal development- 
companies which have a full time professional staff, an 
active board of directors and professional management. 
The amount of each debenture guaranteed by the SBA cannot 

.exceed one-half of the cost of each small business % 
project. The remaining one-half must be obtained from 

'non-Federal sourcesv For fiscal year 1981 this program* 
will have -a budgetary allocation of $100*million. This 
program is particularly' well suited to local business 
revitalization programs. * 

Industrial Development Bond Financing . Until January 
1, 1981 California had no State wide authorization of 

tax-exempt industrial development bondsi Such bonds are a 
mainstay of the economic development efforts of man& 
states* The passage of AB 74 on August ,31, 1980 
Authorizes up to $200 million of smMl 1 issuance bonds t(j, 
assist private businesses. The Act autrfbrizes within each 
city and county in California an Industrial Development 
Authority which can be activated by vote of City Council 

,or Board of Supervisors*. An authority, ^aqissue bonds, to 
be paid by revenues from the businesses assisted* The 
bonds may be used to finance industrial projects, 
(manufacturing, assembling or processing) or certairt 
energy related projects. 4 The bonds are intended to be 
used for small .projects, as defined in Section 102(b)(4)" 

^af— the- Internal Revenue Code, and as further limited 'by 
the need .to fall within the two eligible categories* 
Commercial facilities, such as shopping centers, retail a - 



-stores, medical facilities, hotels, etc, are ineligible. 
There may, however, be aia for commercial businesses in 
the 1980 amenaments to the Community Redevelopment Law (SB 
99), which will permit financing commercial structures in 
a redevelopment project area. 

The Industrial Development Financing Act sets up the 
California Industrial* Development Financing Advisory 
Commission which will approve or disapprove the bonds. 
Criteria for approval include a finding that the public 
benefits ( i n c 1 u d in g Trier eased employment or payables, 
reduction of prices or increase in quality of products or 
better utilization of materials or energy) exceed any 
detriments'. 

Revenue bonas could be an exciting new source of-funds 
for California small business, but several large ' questions 
remain. -Without some form of risk spreading or mortgage 
^insurance, tt?e bonds may not be saleable to the public. 
This would mean that bank and other institutional lenders 
might^be the only purchasers, and then only for bonds 
backed by relatively large and stable businesses. In 
adaition, the limit of $200,000,000 may quickly be reached 
if the 'bonds are used for relatively large projects. 
'There is no certainty of 'expansion of the borrowing limit.. 

Revolving Loan Funds . Publicly-funded revolving * loan 
funds, operated by local governments or community-basea 
organizations, are another potentially significant source 
of loan capital for urban small, businesses. This type of 
loan fund has been created both by the Economic 
Development' Administration under Section IX of the Public 
Works and Economi* Development Act and by some cities 
using the Urban Development Action Grant and Community 
Development Block Grant programs. More than 15 locally 

'operated revolving loan funds utilizing EDA or UDAG monies 
have been started or authorized in /the State of 
California. They range in, size frpm approximately 
$300,000 to- several million dolla/s in initial assets. 
The State of California has used a portion of funds it 
receives from EDA to, provide back'up technical assistance 
in creating and- operating/local revolving loan -funds for 
small businesses. Howevei, the amounts allocated to the 
State for thes^ types' of activities are relatively small 
when compared to EDA 1 s large expenditures for public 
sector grants for infrastructure and capital 

•improvements. There is great potential for combining 
these local funds with private capital sources, including 
banks and BIDCOs, in coordinated programs for small 
business financing programs. _____ > 
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Community Development Corporations . Finally, a small 
rbut potentially significant source of capital for urban ■ 
small businesses is found in community development 
corporations. Community development corporations ("COCs") 
are the result of a federal anti-poverty program initiated 
in the 1960 , s. COCs are community-based non-profit 
corporations charged with facilitating "economic revival of 
their neighborhoods utilising a combination of public 
funding "sources and private investments. Certain COCs, 
approximately 40 nationwide, including several in 
California, receive nrore intensive funding to conduct 
institution -building and venture investment programs. 
Other", smaller* COCs have utilized foundation ^grants , EOA 
funds, Office of Minority Business Enterprise funds, and a 
variety of other sources of support to encourage creation' 
and growth of small entrepreneurial businesses, as well as 
community-operated self-help undertakings. In certain low 
income communities, COC financing- may be the only 
alternative for small businesses to gain a foothold in the 
' Capital market. 

Management and Technical Assistance . Throughout the 
discussions conducted by the Capital Access Task Force 
there was recurring recognition that 'small expanding 
businesses typically require some*type of— management and 
technical assistance in order both to obtain and, perhaps 
' more importantly, to utilize effectively, additional,, 
needed capital. *The need for financial, management and 
technical assistance for small businesses was voiced * 
across the business spectrum, by owners and operators of 
private venture capital firms seeking investment^ 
opportunities as well as owners of small struggling 
neighborhood businesses. This need is clearly not being 
met by existing institutional sources of education and 
training, nor by private business consultants, nor by 
financial institutions* with which small businesses 0 may 
come in contact. - s 



> \ 



One result bf recognition of the need for this service 
i was embodied at the national level in the creation by the 
Office of Minority Business Enterprise, beginning in 1972-, 
of a large number of Business Development Organizations. 
("BDOs"). BOOs were essentially community-based 
organizations funded to hire professional staff to assist 
- * 'potential minority entrepreneurs. There were problems in 
finding qualified staff for such projects because there 
~was little prior formalized business assistance* for any 
class of spall. business. Few small businesses had 
believed that they could afford to, pay professional costs 
for such a service* The people who worked in. such 
. -organizations were generally new to such work. BDOs 
: primarily packaged loan applications for SBA guaranteed 
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loans. Once financed, either through SB A Section 7(a) 
loans "or from a Section 301(a) SBIC, the financed 
businesses were usually on their own, without continuing 
management and technical assistance. Such assistance was 
theoretipally available from a separate grdup of 
OMBE-funded organizations called Business Resource 
Centers. Unfortunately, the businesses helped by BDOs 
rarely were helped by BRCs. Moreover, BOOs did* not have 
ongoing responsibility for the long term successes of *the 
businesses they assisted with financial packaging.* The 
contractors with responsibility to provide management and 
technical assistance (the BRCs) also had no long term - 
financial commitment to the businesses. As one 
commentatqr has said, "Few business problems are of a 
nature that they can be solved by one-shot consulting 
assignment, and the program did not tie together the 
long-term commitmant to success, the capacity and 
financing to support technical assistance, and the 'gut 

.level L J^ommLtmenA^ of the business . . . 

matched with a financial investment in the business. . . 
no government programs mor£ clearly point out the needed 
close relationship between all of the elements of business 
assistance than the minority enterprise program. 11 ** 

Whatever initiatives eventually undertaken by the 
State in the field of financial technical assistance to 
small businesses must be designed to ,link immediate 
services to longef !i£-rm commitments to the health of the. 
businesses served. The Task Force on Education, Training 
and Technical Assistance suggests (pp. 43-46) that Small 
Business Development Centers attached to public 
educational institutions £re a viable, testea way to 
deliver financial technical assistance. 



♦See, Report "of the Comptroller General, "The Office of 
Minority Business- Enterprise Could /Do More to Start and 
Maintain Minority-Businesses 11 G.P.oJnov. 10, 1977." 
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TAXATION', REGULATION AND ASSISTANCE TASK FORCE* 



DISCUSSION SUMMARY 



. A. Taxation Issues for Small Businesses 
B. Impact of State Regulation o/i Small 
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C. Non-ReguJLatory Remedies 



D. State Assistance for Small Business 



Government intervention in the^ private conauct of 
business is a pervasive'fact of modern "American life; These . - 
interventions take the form of an enormously complicated 
- system of taxation conducted- by local, State and Federal 
taxing authorities , the operations of civil judiciary, which 
adjudicates and enforces legal rights among private 
litigants, hundreds of legislatively authorized regulatory 
bodies for the purpose of promoting safety and the protection 
of the public, public contracting arfd procurement to provide 
for the needs of the government for goods and services, 
public works such as roads* and ports, 'rand finally, a host of 
governmental assistance programs which provide incentives and 
resources to private -businesses. * Small businesses have a 
strong interest in each of these areas, but often have been 
unable to participate effectively in decisions which affect 
them. 

Historically, much lip service has been paid to the 
desirability of encouraging and maintaining the strongest 
possible small business sector in the^national economy. % 
However, public intervention in private markets has too often' 
resulted in taxes, regulations and assistance programs which 
v are primarily addressed to the actions or needs of larger • 
businesses. The effect of this orientation, at both the 
Federal v and State levels, has been to impose 
disproportionately large burdens on the owners and 
prospective owners of small businesses who seek to comply 
v with governmental- rules or to gain access to the benefits in > , ^ 
the tax code, or from public procurement. These burdens make 
it more difficult to start a new business or to expanckan 
existing one, and are particularly onerous when compared with 
the ability of larger businesses to* comply or gain access to 
benefits. To the extent that small businesses are inhibited 
. in their formation and growth, private employment is also 
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hindered, because small businesses generate dispropor,- , 
tionately large numbers of new job^. A big business 
orientation is particularly inappropriate, because the net 
contribution of large businesses t\> employment generation in 
the private market has been negligible in most parts of the 
country, and mod.est in California. 

A. TAXATION ISSUES FOR SMALL BUSINESSES ' 

The* level and complexity of State and local taxation 
affect decisions to initiate, locate of expand businesses. 

/These effects are caused not only by business taxes, e.g., 
r^orporate net income, sales taxes, payroll taxes, and 

-.business property taxes, but also by persona* income and 
estate taxes a^well. The costs of tax compliance also 
affect small business performance. In addition to preparing 
and filing returns and paying the taxes, many businesses are, 
in effe.ct, agents of the State in collecting sales tax and 
payroll taxes. A typical smalls-business operates in a highly 
competitive environment; profit margins are relatively low. 
Small firms are disproportionately affected by the costs of 
tax compliance because they have fewer sales over which to 
spread the costs of analyzing their obligations, collecting 
the tax, preparing forms and the like. However,' from a 
public policy standpoint, the most important concern is that 
the current tax system discriminates in favor of large 
businesses because it does not permit small businesses to 
retain or accumulate the optimal amount of, capital necessary 
for current operating needs and for expansion. ■ 

1. Corporate Net Income Tax . California is one of 46 
\ states that imposes a net income tax on corporations. 
Business corporations in California, with certain exceptions, 
are subject to a franchise tax of 9.6% measured on net 
income, or $200.00, whichever is greater. Banks and 
financial institutions pay a corporate net income tax of 
11.695 on incotoe. Nationally, California has the second 
highest tax rate on corporations 1 , net income of all states. 
In, 1976-77 California derived $10.67 of revenue per $1,000 of 
personal income from corporate net income taxes. This was 
prior to the increase in the corporate net income tax^which 
was correlated tfLth^repeal of the inventory tax.. Only the 
state of Michigan had a higher rate. California's rate was 
59.8% higher than the national average. 

Because California's corporate' net income tax rates are 
relatively high, ttiey have a significant effect on business 
behavior and expectations and, even after giving effect to 
their deductibility under Federal income taxes, are a 

significant factor in the abil-i-ty-of small businesses to 

retain capital. ,T-he effect on capital formation and 
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retention is accentuated because the tax is a flat r'ate 
rather than progressivV;' and b'ecause of certain, significant 
differences between the treatment of corporate net income by 
^Federal and California tax laws'. 

- # 

• The -Task f Force was dismayed to discover that the 
effective State tax ratfej after the computation of Federal 
taxable income, is 50% higher for businesses whose net income 
was less than $25,000 than, it is for businesses whose income 
is over $100,000. ' This regressive taxation reduces the 
# ability of small, businesses to retain earnings. This\ retards 
'business growth because the most important source of small 
business investment capital is retained earnings. The State 
is disproportionately taxing the major source of capital for 
small business'expansion . * ' 

Among the deviations from Federal tax law which 
disproportionately affect California small businesses are the 
following: 

1*. California corporations cannot 'deduct operating 
losses incurred in one year, from net operating 
income in other years. 

2. California lacks an analogue of the Subchapter S 
provisions in Federal law which permit direct pass 
through of earnings and losses to a limited number 
of shareholders. , 

• \ 

3. Under State law, California corporations p'&y the 
same rate of tax on capital gains as they do on 
ordinary income. ^ \ 

Of these three items, the inability to deduct losses accrued 
in prior years from current income is the -most important 
aspect of State taxation which discriminates against small, 
and particularly new small businesses. If a business ^ incurs 
losses during its first three years of operation .and is 
thereafter profitable, California corporate net 'income tax 
will be assessed in the fourth year even though the- losses in 
prior years exceed the current year's gains. This means 
that, taken as a whole, ^ tlpe four-year period would result in 

net lOss, on top of which the business would have a tax 
Ability . The tax liability reduces the availability of 
funds for expansion, just when the business becomes 
profitable. This, is a strong disincentive to business 
formation and, in particular to small business growth. 

The uravailability of a Subchapter S analogue means that 
small business start up" losses cannot be offset against the 
other income of investors. This inhibits the ability of 
"small businesses-to - attract-equity investors. ' V~ 
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Currently , ^California corporations pay the same rates on 
capital gains as they do on other types of* income.* Reduction 
of rates <Si capital gains for 'certain type's of businesses, or 
on certain types of assets, or both, might result in a 
substantial inceritive\to* purchase new plant and equipment, 
T/iis issue needs additional exploration and research, Ibut 
provides an interesting option for public policy* > 

2. Pei?»onal Taxation , As expressed above, there is $n 
intimate relationship between the ability of small. businesses 
to attract" or '•generate capital and "the taxation of J 
individuals. While the principal source of small business 
capital is retained earnings, the two principal- sources of 
start-up .fcapital are entrepreneurs' savings and investments 
by family, friends and associates. The attractiveness of an 
investment from either of these two sources depends in large 
measure upon the perception of gain to be realized upon tfcje 
success of the business. At the Federal level, capital gfoins 
taxation rates increased from 25% in 1969 to 49% until 1978 
when Congress reduced the ceiling to 28%. Not only dicj 
equity underwritings of small businesses dwindle to almost 
nothing during that period, .but the attractiveness of private 
investments from savings and by family, friends and 
associates of a business owner also dwindled markedly. 
Although rates are now reduced,, in order to attract capital 
from outside of a small business, further reform ^ 
necessary. While the bulk of taxation on capital Tjains is at 
the Federal level, State income tax rates are not 
inconsiderable. A State policy to encourage capital 
formation in small businesses should include attention to 
mechanisms to defer or forgive taxation on capitafl. gains- of 
individuals which are ie-invested in small businesses or 
which are derived from the sale of interests in % small 
businesses. Providing a deferral of capital gains tax on 
gains from passive investments which are invested in small 
businesses is a particularly 'promisihg way to spur 
prdductiyje, job produci^g^ip/esting . 

^ * r *3. Payroll Taxes . There has been a, tremendous increase 
the payroll tax burden borne by businesses in the past 15 
yebrs. Most of the increase can be attributed td the * 
increase in sooial security rates and the tax base on which 
socialNfcecurity taxes are calculated. The 1980 maximum cost 
for social^sB^rity taxes is 4.24 times the 1970 level. 
Allowing for inflation, this is still a doubling of the 
social security \ax rate. . * 

Payroll taxath)^, however, is an area in which it appears 
that the State can do little to alleviate the direct, 
financial burdens of small businesses. The State's 
collection of unemployment insurance, workers 1 compensation 
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and state disability .insurance is not typically a major 
portion of the tax burden of small businesses. However, witfi 
^regard to administration of taxation the State could do much- 
provide a more equitable procedure for appeals of 
administrative decisions affecting- individual small 
businesses. It may be perceived as being costly for a sritell 
business owner to attempt to appeal an unemployment claim or 
ar\ adverse ruling regarding workers' compensation. 
Commendably , the State has made a concerted 'effort to reduce* 
the paper work associated witir filing and paying payroll 
taxes. This effort should be continued and reevaluated 
periodically. . Some small businesses suffer from what they . 
consider to be elcc&ssiygly high workers 1 compensation J 
premiums. Re-examination of- the effects of workers 1 - j 

compensation on small businesses xfhich operate in hazardous J 
industries may be warranted. — 

4. Local Taxation . Following" the adoption of 
Proposition 13, numerous California oities hastily adopted n 
Ijn&jor increases in local- business fees • and- taxes. Some of 
these taxes had previously been* considered merely "nuisance . 
taxes", but after the increases they became substantial 
drains on the income of small businesses 7 . Typically, cities 
with relatively depressed economic activity imposed the 
greatest number of these types of taxes. Such taxes are in 
the end counterproductive to a^healthy local economy, because 
they 'tend to drive out otherwise viable small businesses, 
especially the very smallest small businesses. As a matter 
of public policy, the State 'government should investigate in 
detail the opti(5ns_available to alleviate the burden of such 
disproportionately high local business taxes in depressed 
urban areas and neighborhoods. 

B. IMPACT OF STATE REGULATION ON SMALL BUSINESSES 

. Governmental regulation is a substantial problem for many 
small businesses. The problem was illustrated by a 
hypothetical example by James D. McKevit, Washington Counsel*, 
for the National Federation of Independent Business in 
hearings before the U.S. House Subcommittee on Special Small 
Business Problems in 1979: 



You are <a small businessman with 25 employees. As- 
suc'h you are not only general , manager but function^ 
as sales manager, personnel manager and so on. lY^k 
typically fray.e a ,60-hour work week. In additiof to 
^operating your business, you are expected to J 
identify all federal regulations affecting youf 
business from the more than 70,000 pages of the 1 
Federal Register printed annually, as 
well as state and local regulations, read and 
understand them, recognizing that the regulation 
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' per se is. the only arbiter of compliance, ana then 
absorb the cost, with the knowledge 'that your per 
. unit costs is greater than for Larger competitors. 

The degree of regulation imposed upon a small business 
• by State and local authorities is primarily determined by 
the type of brusiness operated. Many types of businesses 
require either, a St.ate„or local license, "or both,, in order 
to* begin operation. . % Such' licenses include both * 
competency-based licensing, such as for contractors or 
cosmetologists, those involving public safety and . 
convenience, such as for emergency transportation^services , 
ox liqenses such as those" to control alcoholic beverages/ 
undertaken to protect the^ safety, welfare, health and *' 
morals of the people of the State. Some of the less 
obvious fqrms of .regulation affecting small businesses, 
include local zoning drdfnances and zoning bodies*, Tocal 
building 'codes and buildi : ng inspections, State securities 
laws affecting the ability of businesses to issue 
# securities, and a host of industry-specific regulatory 

bodies including the Statje Banking Departrr\pnt, the 
Department o.f Insurance, the Department of Real Estate, the 
Bureau of Automotive Repair, etc. Finally,, several State 
regulatory agencies have broad ranging jurisdictions - 
affecting many types of businesses. - These* include the Air 
Resources Board, the California Coastal Commission, the 
* Division of Occupational Safety and Health, and the 
Division of Labor Standards Enforcement, among others. 

* * * » » •* • 

Perhaps the most pernicious 'type of regulation* is 
creation of eF^ry barriers which unnecessarily inhibit 
formation of businesses. * Supji regulation takes the fdrm. of 
licensing requirements calling for overly stringent skill 
training, or health, labor /trkbuilding codes 'which require 
Excessive capital investmepts^to begin operations. The 
/effect of regulatory entry barriers cartnot be„ detected by 
interviews with existing business owners, but declines in 
the number of family operated "mom and pop" 'operations-, 
especially in low-income areas, can be evidence of the 
existence of legally sanctioned barriers to business 
ownership . 

The Task Force realized the impracticality of 
'r attempting to examine the : effect of each of the Stye's 

~ authorized regulatory agencies or commissions as they 

^affected small bi^sinesses 7 . In many^cases, to the knowledge 
of Task Force members, these agencies and commissions are 
cognizant of and responsive to the needs of small 
businesses* However, Tas}< Force members felt, based upon 
their experience, that 4 the State had not done nearly enough 
to design ma ny of its regulatory programs in ways which , 
while maximizing the 
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benefits to the public, minimized adverse consequences to 
small businesses/ The needs which were, identified as being 
particularly important 'to achieve this result are a"S follows: 

1. Evaluation df regulations and administrative # 
procedures promulgated by SJate regulatory bodies on. 
a cost-benefit analysis basis,' with explicit 
attention paid to costs imposed' on small businesses , 
and on potential new small businesses. /J 

' v 

2. An expedited remedy and appeal processes for small 
businesses -affected by agency determinations to . 
avoid crippling losses of management time to small 
businesses. 

3. *" In each case in which there is a potential for 

adverse consequences to a small business, a 
low-cost, non-judicial administrative remedy and 
. appeal process. 

• 4. A much more intensive and extensive form" of notice 
'giving and hearing procedure, in order to permit 
* realistic opportunities for small businesses to 
comment upon and participate in the formulation of* 
regulatory programs which will directly affect them. 

~5. In order to offset the disorganized nature of most 
industries primarily composed of small businesses, 
appointment within each major regulatory 
organization of a -small business advocate to bring 
the point of view of. the small business constituency 
to the attention of policy . makers . 

6. A central State clearinghouse for regulatory 

information collected from businesses to avoid time 
consumingMiuplication of information gathering.. 

7 mdustry-by-industry^fchecklists of regulatory 

compliance obligations, and a central data source 
* for businesses seeking such information. 



C. NON-REGULATORY REMEDIES 

The need of small -businesses to gain access to 
appropriate forms of redress is not limited to the regulatory 
arena. Small businesses also suffer from progressively m 
greater inability to enforce private claims without excessive- 
delay and legal costs. Many attorneys suggest to their small 
business clients that it is uneconomical to pursue business 
claims .for amounts of less than $5-,000 to $10,000. As a 
resultr many-commercial claims In-exc ess of th e — 
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jurisdictional limit of 'the State's Small' Claims Courts are 
abandoned by small businesses as uncollectible. This, in 
effect, is a denial of due process of law. Most formalized 
arbitration proceedings, even when *they can be included in 
contractual arrangements, are almost a/k time consuming and 
expensive as judicial proceedings. Itieie is a need for a 
more efficient business claims systen/ for small businesses. 

Moreover, reform of the effects/on small businesses of 
the expansion of the ctectrine of products liability is long 
overdue. Without adding to the protection of the public- from 
unsafe products, i the current state of the law needlessly 
endangers the survival of many small retailers and 
wholesalers. 

/ ) *> 
D. STATE ASSISTANCE FOR SMALL/ BUSINESS 

The State of California has recognized for a number of 
years the desirability of public policy initiatives to assist 
small businesses^ Typically these initiatives have been 
basad upon awar^Ass of the/ importance of the small busirfess 
sector to the ec^romy of the State in general, and the 
landing that increased small business opportunities, 
particularly for minority/ and economically disadvantaged 
persons, are a way to promote the health, safety and social 
welfare of all the citizens of the^Siate. Beginning in 1968, 
the Legislature enacted six programs which .were intended to 
extend the capabilities of the Federal Small -Business ^ 
Administration and Office of Minority Business Enterprise 
efforts. These progi^cflfis are as follows: 

\. The Small J^usiness Development Loan Guarantee 
Account . , 




2. The Management and Technical- Assistance , Program far 
contracts with consultants to provide loan 1 
preparation and advice to small businesses operating 
in disadvantaged areas. 

3. A Sta/e pooled-investment program 'to place surplus 
deposits in small banks. 

/ 

4. A procurement and contract program creating the. 
Office of Small Business in the Department of 
General Services. 

5. / contract payment program requiring government , 
/contractors to pay all subcontractors within 10 days 

/ of State payment. 



^3 ^ 
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6. The Business\and Industrial Development Corporation 
("BIDCO") Act which authorizes small business • 
lending institutions which are licensed and 
regulated by thfe State Department of Banking. 



1. Financial and T 



jchnical Assistance . The State's 
tity business programs have suffered 
'ems during the" 12 years of their 
pared for the Assembly Office of 
ed the State small business -programs 
r investigation of state activities in 
business area indicates some 
poor coordination and insufficient use 



small business and mi no, 
from a variety of prob 
existence. A study pr 
Research in 1977 analy 
and, concluded that, "o, 
the small and minorit 
duplication of effort 
of federal programs " 

Assistance to small businesses, particularly in the area . 
of management training, was not directed toward a specific 
group of businesses 6r business types, but rather was 
haphazard in applica/tion and therefore was likely to miss 
those firms most suited for such assistance. £ particular 
crit'icism of the management assistance bffered to small 
business was that State agency personnel and outside 
consultants were not properly trained to assist small 
business and "provided- the wrong type of managerial 
DXpblem-solving capability." The inability of the 
consultants to provide practical solutions to immediate 
problems was a major fault. Overemphasis on loan packaging 
was singled out for comment. 



Participatin 
interested i 
back up loa 
conventions 
program, an 
about the 
financial 



corporations seem to be primarily 
assuring that State funds be available to 
made to firms which do not qualify for 
loans . . Large banks dominate the 
as a result there- is a lac? of awareness 
rogram among potential participants in the 
bmmunity. The key obstacles to the success of 



loan programs are: lack of coordination, poor defi,nitioa 

of goals and "clients to be served, and little incentive 

to provide increased flows of capital for the small 
business' assistance" programs.** \ 

The .Vask Forfce also found that laiE^kof ability to target 
assistaoce^to businesses which potentially were significant 
contributors to the economy reduced the effectiveness of the 
State programs. 
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1 The California BIDCO program (described mor.e fully in 

the Capital Access Discussion Summary )\ authorizes 
incorporation of financial institutions, capitalized' with • 
private investments, which can' lend to and invest in small 
businesses, agd obtain Federal, including SBA, guarantees 
of their loans. Currently, there are three California 
BIDCOs licensed and operating. BIDCOs are a promising, t\ 
but not yet flourishing, attempt^to >combine loan capitals- 
equity investment and management ancT technical assistfcncV 
fox/ small businesses. It appears that additional ^ 
legislative honing of the BIDCGf concept may be necessary, 
in order to make them fully- viable financial institutions. 

Effective on January 1, 1981 f Senate Bill 16 by 
Senator Roberti established / the State Assistance Fund for 
* Energy .Business and Industrial Development Corporations 
(SAFE-BIDCO) to provide financial assistance in the forlfr 
of direct loans to small businesses established in the 
alternative energy industry and to small businesses 
seeking to convert to alteraative^ystems. The SAFE-BIDCO 
is not expected to become operational until after June & 
1981. • \, , * ' f 

2. Contract and Procurement Assistance. The Small 



Business Office in the State and Consumer Services ; Agency was 
established by the Small Business 'Procurement and Contract 
Act of 1973. The purpose of the office is to identify not 
only commodities and services which can be most effectively 
supplied by small businesses, but also the potential small 
business suppliers. In recent years, *the Sjrra'11 Business 
Office has acted as an advocate within the State gbverrmi^nt 
for small business needs and concerns with regard to State 
procurement. The Small Business &ffice has faced continuing 
.difficulties with regard to: I f ; , 

coordinating with FederalNprocurement programs; 
# • \ 
* obtaining significant participation of eligible 
businesses; * ^ m 

- determining* the eligibility of "potential contractors. 

~ Much of the work of the Small Business Office is based 
upon the- preference which the State grants to smaljl 
businesses in bidding on State contracts and procurements. 
The State's preference allows a small business to. bid 5% 
higher than a competing large business in order to obtain a 
contractr However, because of the relatively safall number of 
small business contractors bidding for State contracts, the 
5% preference is not as widely used as might be 'imfegined.. In 
addition tp this problem, small businesses' ar'e leery of the 
difficulties in obtaining prompt payment from the State. The 
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Small Business Office indicates that slow payment is a majoft 
problem in obtaining synall business participation in its 
program. It has little or no authority to -speed such 
payments*from the multitude of independent contracting 
agencies,*- offices and departments, nor does it have a . 
revolving fund from which ko make advances. The Small 
Business Office recently become a more effective advocate 
-Cpr small businesses, but it does not yet have sufficient 
authority or straff to create major- impact upon State 
procurement . , . „ 

There are a number of options available to the State to 
improve the performance- of existing programs directed ,at 
small businesses. Some steps in making these improvements 
have alre-ady been taken. As described above, the Small 
Business Office has made improvements in its ability to 
impact upon State procurement l although not nearly to the 
extent that is desirable. Similarly, the loan and management 
and technical assistance and loan programs have been rapidly 
changed following legislation in both 1977 and 1979 to 
rationalize the operations of what was formerly entitled the. 
California Job Corporation Program. These programs are 
operated by the Office of Small Business Development in the 
Department of Economic and Business Development, assisted by 
a statewide advisory panel. 

The desirability of having two separate offices to 

-tmdert-ake significant and related s&nall business activities 

is open to' serious question; The visibility and impatrt"crr - 
*mall business initiatives could be improved by a coordinated 
'orVunified effort. Such an effort should include 'a much 
exploded rate of small business advocacy?- similar to that of 
the Federal Cfffice of Small business Advocacy in the Small 
Business Administration. State level coordination with the 
urograms of the Small Business- Administration is a logical, 
but unattained objective/ In particular, the opportunity to 
support and participate An the SBA's highly successful Small 
Business Development Center program should be actively 
pursued. Two successful \SBDb-pilot programs operated at 
California university cam>trses were allowed to expire in. 1980 
because of lack of availability of State funds to match the 
SBA"s contribution. The Task Force believes that this lack 
of coordination is unjustifiable. 

, ' ^ 

NOTE: Subsequent discussion^ with the involved agencies — - 
have revealed the following: 

The Office of Small Business Development has initiated 
a number of proposals f.or joint projects with the Federal 
- Small-EBusiness Administration to develop basic resource 
information for persons entering or established in 
business. It has recently submitted a proposal to the 
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Small Business Administration to revive the Small Business 
Development Center Program through the California State 
University system. , 


• 


- >t 


Though the desirability of having two separate offices 
to undertake significant and related small business 
activities is a debatable question, it can be argued that 
the functions of the two* small business offices are 
different. The General Services 1 office is limited to 
administering the 5 Percent Small Business Preference Act 
which can be best performed as part of the agency- with * 
overall responsibility for State procurement. On the 
othej- hand, it can be argued that the visibility and 
impact of small business initiatives cou*ld be improved by 
a coordinated or unified effort. 
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A. INTRODUCTION 

The Educatio n, Traini ng and Technical Assistance' Task 
Torcre had three major areas of concern. These were; 

' - the effectiveness of the educational system in 

aiding 'ttre^ devel o pme i it o f'- urban sm a 1 1~ tmsines^—i-n — — ^ 

California; 

the role of employment and training programs, - : 
particularly those serving the unemployed and 
disadvantaged, in enabling workers to obtain jobs in 
small businesses and in meeting the skill 
requirements of such firms; 

the adequacy Of technical information and management 
assistance available to small business owners and 
* managers. 

For each of these areas of concern, the Task Force examined 
and evaluated needs and requirements, the extent of existing 
resources and services, potential gaps and problems, and' 
feasible improvements -and-changes. Although the Task Force 
focused primarily on 'California as it undertook this 
rtalysis, it also looked at experiences- ^.n a number of other x _ 
^tates where innovative education, training or technical 
assistance programs relevant to the small business sector « 
have been introduced. The following sections detail the key 
points which emerged from the Task Force's analysis. 
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B. EDUCATION AND .THE SMALL BUSINESS SECTOR FINDINGS AND 
ANALYSIS ; * 

The State f s educational system has a crucial role to play 
in aiding the development of the *small business sector. 
First, educational institutions are fmportant in educating 
and preparing existing and potential entrepreneurs. Second,, 
these Institutions also educate and prepare the future 
employees of small businesses. In addition to these two 
functions the educational system conducts a range of other ■ 
activitiBS as it serves -a diverse student body and n\eets many 
different kinds of educational, career, and employment 
needs. Nonetheless, the small business education functions 
are important, for they are fundamental in maintaining the 
long-term health of small business in the State. ■* 

Unfortunately f the. Task Force fouftd that, in general, the 
State's educational institutions are not fully meeting smaH 
business educational and employment 'needs, nor are they 
adequately serving the needs of entrepreneurs. Overall, the 
deficiencies found by the Task Forqe < could be classified into 
two "broad categories. First, students are not exposed at 
either the secondary or post-secondary levels, to the 
principles of selS-employment and the techniques of owning 
and operating *a business. This omission probably reduces the 
'number of potential entrepreneurs with the capacity to 
establish their own businesses and almost certainly results 
in business entrants who are ill-prepared to meet the 
challenges of operating even a simple business. 

* • 

Second, the Task Force found that specific business 
education programs for existing entrepreneurs are 
inadequately developed. Insufficient management and business 
skills are often major factors in small business . failures 
yet, paradcftically-, small business owners and managers .rarely 
have the time, to devote to the traditional educational 
programs. It ought to be possible to provide short, focused, 
and M non-academic ,f . courses and workshops which would fill 
this gap and provide much needed information and skills to 
aspiring, as well as existing entrepreneurs. Such programs, 
would also release the resources of one-on-one technical 
assistance providers to concentrate more on individual and 
immediate small business problems/ So far, however, these 
kinds of programs have not been fully developed within the 
State. / x ' 

The Task Force reached these overall conclusions after 
looking at the performance of the educational system's major 
component parts, including the secondary schools, adult 
eve ning' schools, regional occupation al centers, c ommunity 
^colleges, and the .four-year and gra(JuaT^~institutions, as 
follows: A a 
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< 1. ' Secondary Schools , The Task Force-foifhd that the 
State's public secondary schools devoted -very little attention 
to either economic or business principles underlying the 
operation of small businesses or to 'the practical aspects of 
working in. or owning a small business. The Task Force was 
particularly concerned about the inadequate treatment of the 
basics-^Qfi entrepreneurial and management activity within the 
vocational education' system, despite the increasing attention 
such programs have given to work experience and work-site 
education. One reflection of this problem is the fact that 
within the vocational education system, only the marketing and 
distributive education . curriculum (out of eight vocational 
education curricula) included specific elements on business 
ownership and management.. The marketing and distributive 
education curricula is available only to approximately k% of 
the secondary vocational education students in the State. 

^2. Adult Evening Schools and Regional Occupational Centers 
and Programs . Specialized skill training is available to * 
adults and out-of-school youths through three public education 
programs: Adult Evening School?, Regional Occupational 
Centers, and Regional Occupation Programs, all administered by 
the State Department of Education. Adult Evening Schools 
receive funds from the State and from Federal vocational 
education legislation to conduct regular secondary education 
classes. The Regional Occupational Centers and Program's, which 

are supported by local"taxes^a^ 

flexible curriculum than standard secondary programs. While 
both the adult schools and the ROC/ROPs provide courses in 
management-related subject master areas, neither system 
provides comprehensive attention ner significant numbers of 
courses which are intended to infuse entrepreneurial concepts. 
However, a small exception must be made in respect to adult 
education's business distributive education program. 

3. Community Colleges. Community colleges offer courses 
of instruction to prepare persohs either for four-year 
institutions or for commercial, industrial, agricultural and 
othe.r vocations. There are 107 public community colleges in 
the State of California, many of which offer diversified- 
business and management instructional opportunities. Community 
colleges are. ideally situated to educate populations which are 
not traditionally served , including special short courses, 
without academic entrance requirements. 

Despite the availabilit/* of general business-oriented 
^courses and a flexible program structure,., community colleges 
have not been able to provide specific courses of preparation 
for those interested in becoming business owners or operators: 
There are. several reasons for this. First, on many campuses, 
entrepreneurship education has assumed a very minor role within 
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the general category of business supervision and management. 
Second, the non-credit type of courses most amenable to 
teaching entrepreneurship and business ownership and management € 
subject matter receive, secondary priority from those 
institutions which seek to enhance their "academic 1 * sta/iding. 
Third, as ont of the fall outs from Proposition 13, community 
colleges find it increasingly difficult 'to hire part-jtime 
instructors with current' knowledge and experience in. specific^ 
small business subject matters; The most effective 
entrepreneurship education ^programs involve a balanced mix of 
tKeory and current practical* experience-. Finally, despite the 
potential flexibility of the community colleges , - insufficient 
attention has been paid to deve^jopo-fvg^the kind of scheduling 
and competency-based teaching which will encourage the * 
participation of existing business owners in entrepreneurship 
and/ business ownership curricula. 

r 

A. Four Year and Graduate Institutions ., The. campuses of' 
. the State University and the University of California conduct, 
in differing 'ways , undergraduate economics and business bourses 
of study ancr graduate-level degree programs in business 
administration. They, also carry out a variety of non-degree 
*te'aching and research activities focused on business creation 
or development. Despite the extent of the resources available 
within* the four-year institutions, educational offerings 
> interfded to~ provide specific tTaifiing ^for potential 
entrepreneurs and existing business owners tend to be available 
on ly ~o n a~n~and~ I \ o c b a s±s~ ra t h e r than being well-coardinated and 
consistent. - , 



C. TRAINING AND HUMAN RESOURCE NEEDS OF SMALL BUSINESS — 
FINDINGS AND ANALYSIS 

\ 

. The Task Force examined the* resources for, and t,he training 
needs of, small businesses and small business employers. ^These 
needs, the Task Force found, have often been overlooked , and, as / 
a consequence, the resources which have been provided have not 
< always been adequate. In part, this situation has developed 
because most job training carried out for small business needs 
occurs informally as a result of on-the-job trainina conducted 
by business owners or otheff employees. This training method, 
while usually effective, pan impose disproportionate costs" on 
sma?5* businesses because there are few economies o-f- scale* In- 
ad.dition, where the training in a small business is done by* the 
owner, this may divert time away from other managerial duties. 

t 

The Task Force # felt that it might be feasible to increase 
the efficiency and effectiveness of this informal on-the-job 
training process through efforts which helped small business 
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operators increase their own skills in employee training and * 
. supervision. Such efforts could form part of the increased 
technical assistance and educational activities recommended 
by the Task Force. These efforts could also address a 
related problem which was identified by one of the Urban 
Small Business Employment Project's research reports — ,the 
'problem of 'hiring the right person for the job. v This problem 

* seems to arise not where there is a lack of suitably 
qualified and trained applicants for a job, but because small 
business owners at times^find it hard to gauge workers' 
skills before hiring.* To the extent that technical 
assistance and educational programs can enhance the ability 
of smarl business managers in assessing workers 1 skills and 
making hiring decisions, then this problem giight be eased, 
although clearly what can usefully^be done is limited and 
must recognize that many small business operators do have 
sufficient experience and skill in hiring. 

In addition to informal training, the Task Fox,ce also 
jLooked at more formal. kinds of training^ focusing 
♦particularly^ on provision in the public sector. The Task 
Force recognized that an extremely broad i^ange of programs is 

• offered by private sector institutions, which include 
training for hundreds of career choices. Often such schools 
are major recipients of federal vocational education 
funding. Some of the private vocational and career schools 
also provide management trainiag_for graduates who expect to 
create their own small businesses. Entre-preneurship and 
management "skills training is also available from some trade 
associations and membership groups, as well as from private 
seminar and woffcslrop providers. Trade unions also have a 
role,* particularly in the operation of apprenticeship 
programs. However, while the importance of these 
private-sector providers was realized, the Task Force was 
unable to come to specific findings as to whether these 
prov-iders met urbaln small business .needs. 

In the public sector, the Task Force looked at the 
effectiveness of the State's main employment ^and training 
programs in meeting small business^ employer and employee 
needs, as well as looking at innovative programs in other 
' States. Public-sector -employment and training efforts are 
particularly important when informal on-the-job training is 
insufficient _or 'where 'there is a shortage of particular labor 
skills. In addition, these, programs have crucial Tole^ in 
helping unemployed and disadvantaged workers access jobs 
(particularly good jobs) in the small business sector, in 



* The World of Small Business: A Summary of 9 California Case 
Studies, Institute of Urban arid- Regional Development, 
Berkele y', 1980. 
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contributing to the overall revitalization of depressed uroa/i 
areas and their small business sectors, and in aiding 
non-traditional small businesses, such as cooperatives and 
neighborhood-leased self-help businesses. To the extent that 
the lack of workers wityi particular skills or the 
.unavailability of appropriate custom training x and formal 
on-the-job training programs constrains the hiring of 
replacement -or ^additional workers in small businesses,, then • 
these firms, the. otherwise potential employee(s),^ the 
locality, and the State as a whole suffer. 

* Among the models of good employment and training- programs 
considered by the Task Force were those operated in Nebraska, 
Oklahoma, Wisconsin, South Carolina and Minnesota. These 
states/\of fer (or have offered) custom-designed training to 
meet the unique needs of particular businesses. In Nebraska, 
for example, the Nebraska Industrial Start-Up Training , 
Program not only provides training to unemployed persons bulfr 
also is available to upgrade existing labor force skills to 
meet the needs Of each industry.* That program offers 
assistance with advertising, screening, testing antf 
interviewing of prospeotive employees as well as development 
of training curricula, materials and v time schedules. The 
Minnesota New Jobs Program also provided similar custom 
^training, while South Carolina continues to do. so through its 
network of Technical Education Centers. The Task Force noted 
that there^is a tendency in su£h custom training programs to 
f ocus v o n medium -sized to large firms (as evidenced by studi es 
) oT the Minnesota and" South Carolina programs). Nonetheless, 

/ it seems feasible that California could learn from these 

other experiences and adapt the models tp small business 
needs. 

- 4 

' The nearest California equivalent to the custom-designed 
training programs of other states is the California Worksite 
Education and Training Act. The Task Force considered .this 
program a potentially Important vehicle for training workers 
to meet small business needs. The Task Forceafeo fognd that 
the State's Targeted Jobs Tax Credit was not a^kajor factor 
* in Job creation or expansion decisions by small^usinesses. 
* Furthermore, there was clear agreement that the 

federally-funded Comprehensive Employment and Training Act, a 
portion of which is administered by the State, was much' more 

„ available to large. b_usiness_e_s__than small ones ' — partly 

.because of the amoun£ of disclosure and red tape that a 
business mtist undergo 4 ih order to participate and partly 
because prime sponsor?' have not pursued, small business needs. 

• ' The Task Force was spilt with regard .to the desirability 

of closer coordination between CETA training and small 
' businesses. Some Task Force members argued that placing CETA 
participants with relatively low skill levels in a small 
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business was often ill-conceived in terms of the business r s , 
needs, especially for new businesses, Others felt that 
participation by small 'businesses in a well-designed CETA 
program provided both human resources aad welcome 
contributions to the cash .flow of the businesses. There was 
consensus with regard to the fact that the level of resources 
in the CETA program available for small business needs was 
"relatively insignificant in terms of the overall demand for 
employment. Nonetheless, it was felt that more could be 
done, even-within these limited resources, in identifying and 
meeting small business needs^. 'The resources available 
through Trtle VII (Private Sector Initiative Program) of CETA 
as well as those of the State's 4% discretionary funds hav.e, 
perhaps, the greatest potential in demonstrating how small . 
business needs could be met, but so far this potential has 
not been fully realized. 

A final problem noted by the Task Force was that of labor, 
market information. Although most new jobs are located in 
small businesses, only a proportion of small businesses grow 
or have the capacity to/do so. These businesses need carefyl 
identification. ' More sensitive and finely tuned labor-market; 
information systems and procedures would help in this 
identif icartion process and could provide increased- - 
information on the, training needs of small businesses. - 'This* 
information could be compiled through more sophisticated 
sampling even though many-smpll firms find it difficult to 
predict their precise labor requirements for any great length, 
of--ti^ — — * — 

Overall, thsiTask Force recognized that it is^more 
difficult for employment and/training providers to meet small 5 
business needs as opposed tolthose of medium-sized andlarger 
employers, because the provioers have their own economies of « 
scale. For example, in tailoring formal on-the-job training 
programs which* might result in one or two placements per 
firm, overhead costs no doubt increase. This 4 s unavoidable - 
since most small, employers canrjot absorb more new workers at 
one time. Over the longer term, however, working with small # 

-employers could well have significant impacts in terms of ^ob 
retention and business expansion and more than justify the 
additional costs'. Moreover , /Innovative ways to reduce extra 
costs could be developed, sqch-a-s initiating a brokerage 

-system which would brinq two Or more_ small companies with 
similar needs together \q "order— to "get a cost-effective 
program going. This kind of coordination and cooperation can, 
be encouraged by Institutional means, through tax incentives, 
or in conjunction with the planning of training and^ 
vocational programs. 




D. 1 TECHNLCAt ASSISTANCE*— FINDINGS AND ANALYSIS 

| Technical assistance ~is an ongoing need 'for many small 
businesses. It is especially important for riew businesses 
andlfor businesses operated' by minorities and women. The. 
Task Force thus looked at the extent, quality, 
comprehensiveness, cost, and accessibility of technical * 
assistance in both' the public and private sectors. _ 

jThe Task Force recognizedvthat most tecjpniqjflL assistance 
for Ismail business is provided through the RriJiFe, sector by 
business and management consultants and by ptoressionals such 
as lawyers and accountants. These private sector business 
professionals' provide highly specialized services at 
relatxvely -frxgtr-co^t-. - -The Task Force, and especially the 
small business owners serving on'the Task Force, were of the 

'opinion that the essential ongoing professional services of 
law" and accounting were fairly accessible- to most urban small 
businesses, b^t that there is a significant gap with regard 
to general bu§iness consultation, including finance, 

accounting, marketing, management and-personnel. Moreover, 
where the^er* services exist, small businesses often cannot 
affor<S-to contract with Consultants, and then only when 

'business -^roblrems r^ach Crisis proportions. u 

" 4 In the public sector, the Jask Force noted the 
contribution of a number ,of tebhnic(al assistance 
initiatives. Frqtm tij^ Federal level, the .Smalh Business 
Administration (SBA) opiates a "variety of programs. These 
include the SCORE/ACE programs in which either active or 
retired executives provitie* consultation to small business 
owners; direct technical assistance from Small Business 
Administration personnel on packaging procurement assistance 
and loan guarantee # applieatfops^; and one-on-one technical 
assistance through Small business Development Dentjers 
(SBDCs); although none of these centers are currently 
operating in the State of C^l/fornia. 

Two pilot SBDCs wer£ jointly -funded by the Small Business 
Administration, and the Economic Development Administration in 
1978 and 1979. These programs weue undertaken at the, Center 
for, Business and Economic Development, California State 
University, Chico afid at the California State Polytechnic 
University in Pomona. Ea,ch of these programs conducted 
well-attended workshops, clinics and conferences providing 
.ongoing training and technical- assistance for small business 
owners. The Task Force found these programs to be highly 
effective means of reaching a* small business constituency 
which "normally does not have available t,o it 'ongoing training 
and technical assistance opportunities. Unfortunately, these 
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programs were terminated in Fiscal -Year 1980-81 because 
California did not have an appropriate State plan to, , 
administer -the program. States are required to share half of 
the -cost of SBDCs with^the Federa^go^ernment , so there is a 
financial issue involved. Nonetheless, the <£ask Force found 
the SBDC program to be productive and strongly urged the 
State to take steps necessary to re-institute and expand the 
program within California. 

' In addition to SBA, efforts, the Qepartment of Commerce's 
ytdeial Office of Minority Business Development (now the 
Minority Business Development Agency) has funded significant 
numbers tif business development organizations and business 
development centers to provide technical assistance to 
.businesses owned by minority persons. A small number of 
these organizations has also provided training to small 
business/owners in addition to their pjjjmaiy focus on 

fiaaneia'l- packaging sexv±ces^,JJi£xe_ are 14 BDO/BDCs in 

California. 

From within the State, the Department of Business and* 
Economic Development's Office of Small Business Development 
on occasion has provided one-on-one problem-solving services, 
on a referral basis from other branches of the government. 
The State Small Business Office, in the State and Consumer 
Services Agency, also provides small businesses with 
assistance in obtaining State procurement contracts. In * 
addition, a number of communi ty-based organizations, as well 
-as many local governments, play a -signi-fi^nt -and -positive- 



role in providing technical assistance to small businesses. 

Although a variety of technical assistance provision 
exists, the Task Force identified some gapjs and problems. . 
ftore work needs to be done in identifying and developing 
appropriate, cost-effective small' business technical *v * 
assistance delivery mechanisms. Here, the Task Force felt 
that the SBDC model was a good one which could be extended. 
The Task Force also looked at models developed by otWer 
states, particularly the Massachusetts Business Information 
Centers (BIC) program; These centers used CETA resources to 
provide small business planning and technical assistance^ 
services at a local, decentralized level. One problem 
illustrated by the BIC program," however, was that of ensuring 
funding stability. Although the program was effective, it 
hasTIargely terminated as CETA funds have been withdrawn. 

In -improving technical assistance services, the Task 
Force concluded that efforts should be better focused on 
those businesses unable to obtain appropriate private help, 
on developing better screening techniques in order to 
concentrate resources on those businesses with the greatest 
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viability or potential, and on ensuring that programs are 
localized and accessible. At the same time, th^Mask Force 
saw a need to develop-and support business skirl banks, 
management assistance centers, and local small* business ^ 
service cooperatives. There also is a, particular need to 
help enhance the technical ■ assistance activities of 
community-based organizations, such as community development 
corporations, which are attempting , to revitalize businesses 
in more depressed areas. 

In addition to one-on-ane specific technical assistance 
(on problems like loan packaging, cash-f^ow problems, or \ 
business plans, etc.), the Task Force identified a need to v 
improve the dissemination of more general technical material, 
such as timely and accurate information on production, 
management marketing, office management, labor 
administration, financial control, and industry-specific 
marketing and production data.; : -— r- 
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E. CONCLUSIONS 

* The encouragement of the small business sector as a means 
of achieving structural changes in employment generation and 
overall economic growth is a particularly attractive and 
feasible public policy undertaking. However, the succ^B^sof^ 
such a strategy depends to an important extent on resolviTng 
current def ic iencies in ths w ay the e dO catlon a 1 s y st e m 
prepares future small business m"anagefs"~ t and worker s,~TTow 
potential entrepreneurs acquire and improve their skills, the 
way workers are trained, and how ongoing technical assistance 
is provided. The Task *Force found that these gaps could be 
significantly narrowed and it identified a range of 
appropriate models and ideas to help do this. These are 
embodied in the Task Force's recommendations. 

It^af ten . seems to be the case, unfortunately, that while 
problems of the kind noted by the Task Force in the 
relationship of education, training, and technical assistance 
with the small business 'sector are widely recoghized, 
recommendations to help narrow these problems tend not to b,e 
always acted upon. There are several reasons for this. 
First, training, technical assistance, and, in particular, 
education do not, usually produce immediate impacts (although 
there are important exceptions)^ Rather, the effects of such 
efforts often take time to come to fruition, and are 
frequently qualitative. rather. than quantitative and easily 
measurable. Second, the institutional arrangements for the 
delivery of education, employment and training and technical 7 
assistance services are complex^ with mapy different / 
providers,, numerous funding sources, and non-centralized / 
systems of .decision making. Especially in the educational 
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sector, this -relative autonomy is deep-seated (and, in 
general, very valuable) ♦ -But this fragmentation and, tendency % 
to pursue well-established programs makes change and even 
coordination difficult, ^ 

Third, the business sector itself often takes a 
short-term perspective and, particularly for small 
businesses, is subject to continuous day-to-day financial 
pressures* It is thus^hard for individual businesses to 
adffpt* the longer-term perspective that the problems of 
.education, training, and technical assistance require. This 
is reflected in the business agenda which seems to prefer, 
for example, immediate tax- reductions rather than 
longer-term, tax-expending education, training, and technical 
assistance provisions* Those businesses 'which are able to 
take a longer-term view are usually larger ones, and as a 
.result public efforts are often* focused on such businesses 
because it is easier to identify and meet their needs. The 
public role, given these realities, is to take -that* 
longer-term approach, not just for large firms, but^ for the 
needs of the smaller business sector too.' ?• ^ — 



. Finally, there. are, of course, resource issues. \ The TasK 
Force recognizes that this is an eraf-o-f limiteqj financial 
resources 'at all levels of government* Nonetheless, it feels 
that the problems of small business education, -training and 
technical assistance are important enough and have been 
overlooked enough to justify additional resources* # In part, 
this may mean developing new resources* But it is also true 
-^t ha t ther e a re trhreatiy"-strf-f^ the system 

, to carry out many of the actions the Task Force recommends, 
providing the necessary priority is forthcoming. The Task 
Force a^Lso accepts that up to now resources have often b^een 
lacking in a qualitative sense the provision of small 
business education', training, >and technical assistance is a 
. relatively new* concern and issues abound about how this 
provision can best be provided. This is why the Task Force 
has, in many of its recommendations, suggested processes 
which will encpurage innovation, research, and 
experimentation . 

The Task Force recognizes that' it is unlikely that ajl of 
its recommendations will be accepted and acted upon. lv\ a 
sense, this is less important than that. a process of debate 
,and discussion will have been initiated about small business 
education, training and technical assistance needs and how 
these should be met. The Task Force would hope that this 
discussion will involve small businesses, as well as other 
' constituencies. But the Task force also would re-emphasize 
that discussion iff itself is riot swough; this area of concern 
has for too long been overlooked anH it is now appropriate 
and important that out of this discussion concrete actions 
and improvements should follow. 
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Small. businesses are essential components of any urban 
revitalization strategy. Revitalization of older business 
areas contributes powerfully to the overall health„.o.f an_ 



entire urb%n area, and does so at\a fraction of the cost and 
dislocation of cUssic, demolish arid rebliild redevelopment. 
Urban communities in California will rejy^increasing rewards 
from soundly conceived State support of commercial and* 
industrial revitalization which focuses oh" the primary 
econprnic generator of new jobs, small- bas^p£ss. 

Cdmp are-cTto lnuch~^r the resT~of~1: He i"Xfnlire d States, 
Calffornia's economy is young, vigorcw^ and less prone to the 
devastation of industrial recession than are older sections of 
the country. California's economy has been described as the 
first "post industrial economy" because more than half of its 
workers are employed in service rather than agricultural, and 
industrial positions. Nonetheless, within the last decade 
California has come to share some fcf the economic ills 
associated with a maturing economy. Large, aging industrial 
plants have been shut down. Whole industries, such as San 
Francisco 1 s- formerlyV Iburishing job shop printing industry, 
have closed or moved afoay. Older commercial centets have J 
•become dispirited, witn^Tinattractive -and outmoded physical 
facilities, resulting in ah inability tb cpmnpete with suburban 
shopping malls. Major urban manufacturing areas, with 
buildings primarily constructed during World War II and 
shortly thereafter, are proving'to be undesirable locations 
for the new, emerging, technology-based enterprises of the 
1980's. Inm6r city work forces find it increasingly expensive 
and impractical, because of the vastly increased cost of 
energy, to commute to suburban and rural areas which have 
attracted growth industries in the recent, past. 
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All of the factors mentionea above make it apparent that 
to preserve the strength of 'the California economy and to 
av6id the type of dislocations experienced by states in the 
upper Midwest and Northeast, the State of California must 
increase -its efforts to renew the attractivenfess of its urban 
areas, to both manufacturing and service industries and to 
revitalize neighborhood commercial areas. 

A. DEFINITIONS'OF REVITALIZATION 



Neighborhood commercial revitalization can be defined^as 
the physical upgrading of, and financial investment in, t' 
selected retail, areas of older business districts (jf-^rrrn ex 
cities, involving rehabilitation of existing buildings, 
construction of new, "in fill" commercial facilities, and 
construction of more sophisticated public* improvements. 
Industrial revitalization means combining existing 
infrastructure ancf labor supplies with new resources needed to 
stimulate the growth of existing businesses and, equally 
importantly to foster the creation of new, growth-oriented 
small businesses. 

There are a variety^*? reasons why a revitalization 
strategy should also be a small business strategy. First, 
attracting large manufacturing or other industrial operations 
t'o olcfer urban areas is, in most .cases, a hopeless v 
undertaking. Such businesses are free to direct their capital 
to those locations which offer the lowest costs and greatest 
financial incentives. Often these locations are in rural^ 
areas or in foreign countries. -On the other hand,' small 
businesses are located primarily as a result of -the residences 
of their founders and owners. They are often highly dependent 
upon_speci£lizedjand skilled labor forces found in urban 
areas . Likewise , ^small bus~tnesses tend" to-serve-a- mo^e- 
limited geographic area and need, more than large, 



multinational businesses, a concentrated anti-accessible local, 
market'. * C** 

The relationship of neighborhood commercial revitalization 
to smaM businesses is also clear. Almost all neighborhood 
businesses are by definition small businesses,, Usually locally 

•owned and operated. While exceptions to this generalization 
can be found, e.g., financial institutions, major 
supermarkets, and franchises-, neighborhood merchants and, 

'providers of services are for the most part stereotypical 
small businesses. These small businesses perform the* vital 
function of facilitating the flow of money within communities 
rather than channeling it to corporate headquarter*, and thus 
help the communities to realize the maximum benefit of local 
resources. Despite California's strong general economy, there 
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are too many localities where small businesses have. given u 
and where boarded store fronts or underused industrial 
buildings stand* as stark reminders that the State . is not 
imniUne from the urban ills of other" regions. 



B. RESOURCES FOR REVITALIZATION 

T 

Economically distressed citias and communities are not in 
a position to prevent and reverse a process of decline 
unaided. The very condition^ which characterize a sagging 

local economy reduce the avai labili t y of local r e sources— t-o 

provide the services required tS 5, make it attractive to private 
reinvestment in the long— r-ufu When compared to the resources 
oY local government, individuals and small businesses are much 
less able to affect the business climate in which they 
operate. A va'ri'ety of potential resources for^revitalization , 
however, exists at the Federal and State level. But these 
resources often remain largely ""illusory for many communities. 
The difficulties of capturing outside resources can be % 
immense, particularly for smaller cities, and the 
applicability of such resources to the special needs' of ' the 
small business .community is often extremely limited. 

California has some outstanding examples of both 
commercial anjj industrial revitalization . Large older factory 
sites in Los Angeles have been converted to industrial parks 
for small businesses. The China Basin .development in San 
F&anci§co promises to. provide long term benefits. However, 
these should be viewed as just straws in the wind of what must 
be done in order to protect the jobs and stability of our\ 
urban areas. ' The remarkable set of conditions which permit 
Ghirarctelli Square to be a continuing- commercial Success do, 
not exist in many of our low income urban areas. , If 
strategies to promote eaaaojnic_adjustment and to prevent^ 
business flight arre to be effective on a more widespread^ 
faa-sis , -t hey -mus t— be implemen t e d wid e ly, and soon , so that 
decline does not advance to the near inoperable stage which 
exists in many Eastern oities. 



C. APPROPRIATE ROLES FOR STATE GOVERNMENT ^ 

«* 

The most important assistance the State can provide in the 
process of locai^commercial or industrial revitalization is 'to 
provide the resources necessary for comprehensive, effective 
coordination -of existing Federal resources, State services and 
£xiv^te--inv est mer\t capital to maximize the development of 
small business inNdeclined areas. This approach represents 
the major conclusion oX the Task Fofce. , Emphasizing small 
business development is essential in order to generate the 
jobs and income on which self-sustaining local economic/growth 
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depend. The growth process involves both public and private 
inputs, and coordination between the sectors must take place, 
Where this partnership has broken down, the State should, 
"prime the pump", if available private sector and Federal 
resources are. to be utilized most effectively at the local 
level. 

This Task Force's principal objective l\as been to make 
concrete what is meant by the ' ambiguous phrase ."a 
public-private partnership." The emphasis on coordination 

v echoes certain pilot initiatives undertaken at the Federal 
level which have begun to coordinate economic development 

^p-rugrarns-r irrc lading those administered by the Departments of 



Housing and Urban Development, Small Business Administration, 

and the Economic Development- Admi n i s t ration.. — There a re. 

existing, tested models of revitalization coordination even at 
this early stage of Federal activity". However, to make a 
significant impact upon the California economy, the State 
government must replicate, expand and refine techniques 
already developed. The State can fulfill the critical role of 
revitalization facilitator through well-targetted financial 
incentives, development of non-service developmental 
strategies for local government, and, most importantly; 
well-designed coordinated technical assistance to local 
communities and businesses. Much of the governmental 
structure to implement this roie is already in place' in 
California. The task is* to focus and coordinate' the efforts 
of the relevant "State agencies, including the Department of 
Transportation, the Employment Development Department, the 
Department of Housing and Community Development and the 
Department of Economic and Business Development, upon 
integrating the needs of small businesses with local 
developmental activities. 

The recommendations presented by this Task Fo'rce (set 

forth in full in Appendix 1) are "directed toward^ this task . 

The remainder of this 'Summary describes, first, what we 
belie ve t o b» a.-mod'el^-p r o c e ss— for sup p o r t of, local commercial 
revitalization and then a- preferred direction for State policy 
for industrial' revitalization activities. Within each of 
those sections, a summary of resources is presented together 
with analyses of the barriers which tend to prevent or 
undermine their ■ utilization in many distressed urban areas. , 



D. THE NEIGHBDRHDOD 'COMMERCIAL REVITALIZATIDN PROCESS 

Revitalizing a neighborhood commercial area involves a 
series of activities and events resulting in a functioning 
local partnership in which each of the partners has defined 
responsibilities, and from which the partners expect to profit 
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in one way or another. The participants in such a partnership 
are a neighborhood-based organization, merchants and property 
owners, residents, private * lenders , and local government. At 
the beginning of a. revjltalization process, the merchants and 
property owners typically see the surrounding residential 
afeas as unstable and changing and feel that they have no 
control^ver events which occur outside Of their particular 
businelTs. Residents are unorganized and typically fail to 
perceive the extent of decline, viewing the commercial area';s 
deterioration as "natural." Lenders, including banks and 
savings and loans, may understand, and be sympathetic to the/ 
needs of the small merchants t bu t typically fail tff* und erst/ana 
the confusing welter of city and federal programs and 
mechanisms designed to .stimulate private reinvestment. 



Most commercial revitalization projects undertaken in this 
country have been initiated by city governments. A^ majority 
of cit/^staff assigned to commercial reinvestment projects 
bring a public planning background with them. The staff 
jnembers typically have limited experience in retailing, 
merchandising and marketing or other small business skills. 
A-n intermediary to coordinate, public planners and' businesses 
is required^. 'As a result a key, and often essential, 
participant^ in a neighborhood fcommercial revitalization 
project is the^ community-based organization* The 
neighborhood-based organization is able* to work in close 
coordination with the businesses and to supplement their 
skills with business planners and other specialists.' Iq, a^ 
recent publication, the National Council for Urban Economic 
Development stated flatly that, "Neighborhood comme^ial 
revitalizatidn pro jects o should only proceed in those 
neighborhoods which have an organized neighborhood group."* 

Despite the recognition that there are a series o'f 
functions that can best be undertake^ by a community or 
nexghb o r h o o d -trace d orga n izat ion , — f-a r-4o<xH3 ffrgn— we-1 1- 



. t \ 3 ' * 

intentiefned organizing efforts have resulted merely in the 
creation of a constituent group which has formal authority to 
"sign off" on tt\e approval of a city-prepared public works 
plan. Without a professional staff capable of coordinating 
the public resources, and drawing in the private resources, 
the conducting of a successful reinvestment program is 



'*" National Council for UrBan 'Economic Development^ 
Neighborhood Commercial Revitalization . Washington, D. C. , 
1979, p. 3. 
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exceptionally difficult. The neighborhood organization must 
be prepared to play' the central. role in the revitalization 
process .and to perform, at a minimum, the following functions: 

> 

Provide central liaison td all other groups* involved 
in the process. 

Serve as the foctis for community information 
regarding process and for generating and -sustaining 
local' support . 




as- ent a n d m e diate batweaxi-jnexciiant and resident 
groups throughout the planning process. 



Provide staff capacity for planning criticism and 
commercial area management upon completion of the 
physical aspects of the prpcess. 

' The -neighborhood organization must, in short, embody a working 
partnership among the other key actors and result in a 
primarily private sector approach to commercial 
revitalization. It is too much to expect this approach to 
simply "emerge" frorn the local small business community. .To 
achieve this objective requires professional staffing 
capability at the rteighborhood level. Such capability 
typically arises not as the first, but as one of the later 
■Stages of an organizing process which involves bringing 
together functional committees with membership' from each of 
the partners. These functional groups must .include local 
merchants, lenders, residents; and city officials. If each of 
the groups decides to support and participate in a 
revitalization program a group of interrelated 
responsibilities must be assigned. These responsibilities 
include : 



" - ~1 da n t i fyi n g ex pan sion"an'cf~Tng ^ business opportufVi4:-i-e-s-; 

determining structure and organization • of the 
revitalization organization; 

f 

- fund raising; 

creating a physical and environmental design; 

conducting public liaison on issues sudi as zoning, 
land use*, taxes and public services. 

'The actual object of all commercial revitalization 
activity is to increase the ability of a neighborhood 
commercial area to attract additional private investment and 
corisumer spending. 
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After 'careful assessment of existing physical and 
environmental conditions, creation of an inventory of 
commercial facilities and assets, assessment of business 
trends and market conditions, and projections of the market 
potential, -a revitalization program is- in a position to create 
a revitalization plan to which all of the represented 
participants' in the process must agree. It is only after' 
developmental goals and objectives are described and 

. quantified and site-specific revitalization projects 
identified that the number and types of staff necessary to 
carr y out the program can be finalized and the amounts of 

pub Sic - and priWE^investnrerrt-^f^^m cessary for— — 

achievement 'of the goals determined with finality. The 

^^es]j0rrsiirt±±ty--o-f^ae+^-o f- the participating^parjtners for 
fiscal contributions should be identifiable, based upon 
risk/reward calculations conducted by each partner separately. 

The process outlined above is obviously an idealized one, 
although it is based upon a series of successful 
revitalization projects conducted in a number of cities. For 
purposes oCpalicy .creation at the State level, it has several 
important -irhplica tions . s First, enormous amounts of time and 
, -effort can Ve uselessly expended on planning and program 
development initiatives to which no.one, in the final 
analysis, is willing to agree. Unless the cooperative network 
of private and public actors ha's b&tfn organized prior to the 
planning process the revitalization effort as a whole in any 
. particular neighborhood is likely to collapse. Second, the 
revitalization process is complex, and during the early .stages 
can benefit from technical support prior to commitment from 
each of the partners. Third, after obtaining commitments, use 
4 Of standard sources of investment incentives, ^technical 
assistance grants, loan guarantees and public Capital 
improvements to achieve program goals begins to be feasible. 

— Xbe-- t State t S-paxJLiclnation in this proce ss _should be limited to 
those functions^ which cannot with any degree of ease be 

- conducted with existing resources. . Those areas and functions 

> may be summarized as follows: 

providing staff or funding for staff to conduct 
initial contacts and meetings to determine the 
feasibility of bringing key actors into a working 
partnership; 

providing independent facilitatioo of the development 
of a joint preliminary development agreement betweerf 
the essential partners; 

✓ 

providing funding to pay the costs of organizing 
independent committees of merchants and residents who 
will participate in the revitalization process; 




> 
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providing seed capital to initiate locally-operated 
•fund raising and -resource coordination activities, 
both public and private. 

" With these resources, an ad hoc local institution can be 
created and provided with staff and technical support. This 
institution, tfcirough functional cpmmittees with membership 
from each of the partners, is responsible for designing a 
program which reflects the market potential of the area and is 
consistent with* community goals. Thereafter, having 
♦ identified goals and created a revitalization plan and 
program, necessary resources can be assembled on a phased 
basis. The resources must be coordinated by a professional 

~sTafT~w Filch wTIT t)"e ~re"spwsible for provrding-techrri-cal- — — — 
assistance to merchants in the areas of financing, operations 
and marketing; conducting new busine-ss development; 
coordinating private investment in physical structures; 
coordinating public improvements; and directing the overall 
marketing plan of the area. 

'Themodel described above is capable of almost infinite 
variations/ It is a long term developmental processthat 
requires commitment and financing from sources that in many 
places have had difficulty in working effectively together al* 
the neighborhood level. Coordination and harmonization of the 
< motives, objectives and principles of the city, merchants, 
banks, and community residents^at-large require commitment of 
resources that will not result in the. creation of any tangible 
results immediately. * ^ 

Typically, the coordinative ^function has been undertaken 
by publicly-sponsored corporations and nonprofit community 
development organizations, as well as outside interveners such 
as the National Development Council or the National 
Neighborhood Reinvestment Corporation. Despite recent 
increases in the availability of funding for early stage 

— - coordinative activities, condu cting such a ctivities in many 

localities is still based <3n volunteer activities or woefully 
underfunded personnel. The resources currently available to 
conduct early' stage coordination' include the following: 
Community Development Block Grants, Office of Neighborhood 
Development grants to neighborhood organizations, the pilot 
Neighborhood Business Revitalization Program which coordinates 
federal resources and trains city personnel, and the 
Commercial Reinvestment Task Force of the National 
Neighborhood Reinvestment Corporation (conducts only two pilot 
projects nationwide). It is these programs which have spurred 
the creation of revitalization models, which are now available 
for replication in other locations.. However,* use of these 
models will depend upon the availability of 'early coordination 
funding. The need for such funding, especially that directed 
toward organizing associations of small merchants, should- be 
addressed by a coordinated, interagency State level approach 
to urban revitalization. 
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- In addition to the need for early stage coordinative 
funding support for neighborhood commercial revitalization, 
the Task Force also identified a need to provide training to 
city personnel in the areas of public grantsmanship, financial* 

packaging, business marketing assistance and neighborhood 
liaison, in order to permit more effective participation by 
the city in a neighborhood partnership which has comprehensive 
revitalization goals. Without such training, city personnel, 
because of their background in capital Improvements planning 
tend to focus primarily on infrastructure development and 
physical construction to the detriment of the other dynamic 
components pf the revitalization process. Finally, the Task 
"Force unanimously believes that commercial revitalization 
should be coordinated with comprehensive program s for 

Trrelghtrorfiood housing revitalizatian . There are twin pitfalls 
to be avoided. First., the two programs often compete for 
scarce city resources. This competition leads to acrimonious 
debate which retards the completion of either type of 
revitalization. The other pit fall^ which should ^be avoided is 
creation of commercial revitalization projects which result in 
overly-rapid gentrification of neighborhoods, involving 
significant displacement and relocatioo of lower income- 
residents*. State level planning and financial assistance 
should be directed at and conditioned upon a satisfactory plan 

^for integrating neighborhood commercial with neighborhood 
housing revitalization. 

e; industrial revitalization options 

The process of industrial revitalizatiorr is not nearly as 
well defined nor exploredf4n practice as- neighborhood > 
commercial revitalization. Enough successful examples of 
industrial revitalization exist to indicate its exciting 
potential. Recycling older industrial structures is clearly 
- -©fve--aspec-t—e-f-- j 1 he-process , but-^o-~irs~-ereat-i-on-o^- industrial 
miniparks following the demolition of outmoded factories. 

Industrial revitalization is a local, project-centered 
activity which is conducted by public, quasi-public or private 
deyelopers. PubJLic developers include agencies of Itfcal 
government and, pbssibly, local or regional . authorities. 
Qufisi-public developers include publicly-sponsored 
corporations and nonprofit/ community development 
corporations. While industrial revitalization is an 
essentially local undertaking, State programs, policy and 
statutes have proven to be the underlying bases on which 
successfully operated industrial revitalization projects in 
many locations nationwide have proceeded.* 



"Comprehensiveness 11 is much over-used to describe the 
industrial development activities of most cities, yet from a 
business point of view, it is often critical to investment or ; 
expansion ^plans. However, most so-called "one stop 11 city 
industrial development offices really mean that businesses 
seeking to expand or relocate must^go to one source for land, 
another source for financing, and another source for 
assistance .with city permits, regulations and other matters. 
It is a particularly complicated, tiring. and frustrating - 
undertaking for small business owners who seek to relofcate or 
expand. When -the additional difficulties of modernizing and 
upgrading older areas to-meet current needs are considered, 
the desire of so many small businesses to fl§e to suburban 
areas can be understood. > State policy and programs are 
vitally important in the creation of comprehensive. local 
revitalization programs.' Several examples can be cited. 

Smaller industrial businesses find it difficult to obtain 
access to appropriately-sized locations in urban areas. Very 
small manufacturing businesses often cannot find locations 
small enough to meet their financial constraints while 
remaining appropriate for manufacturing activities. Growing 
businesses are often unable to find economical ways to expand 
physically in their current urban locations. Eadh of these 
problems is compounded in densely urban settings, such as the 
City of San Francisco, by "competing demands for land to be 
developed for residential and .aff ice .uses . In any 
comprehensive urban industrial revitalization program there is 
a need to include a specific orientation to small business 
location and subdivision services in order to make available 
land and space in units small enough to suit smaller 
businesses. Likewise, there is a need to include a mechanism 
to provide expanding small businesses with additional urban 
facilities at overall costs which are comparable to those of 
relocation at suburban and~rural sites. The Task Force ^ \ 
believes that urban industrial land banking programs, e\ten at 
relativel-y modest initial levels,- can make significant 
differences in the ability of a revitalization program, to meet, . 
locational needs of small businesses. 

• In^the past, urban areas have served *as incubators of 
beginning, businesses because, of the accessibility of 
specialized markets and .labor and the availability of 
relatively low cost space- and-transportation. This incubator 
function is a special strength of urban areas, and every 
revitalization program should include a component devoted to 
the spegial problems of working with newly-formed small 
businesses. The need for this component is based upon the 
fact that the lack of flexible .urban facilities, the 'costs of 
security 1 , less efficient txansportation caused by* urban 
congestion and the difficulty and expense of commuting from 
suburban areas have reduced the attractiveness of urban arfeas 
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as a site for beginning a small business. Changing these 
factors clearly calls for ,a comprehensive approach in which 
t the resources of the local, State and Federal government are 

molded together. The need for compenhensiveness is further 
buttressed by the widely shared finding that small business 
owners and potential small business entrepreneurs .are most e 
likely to locate their businesses in areas where the overall 
quality of life, beyond that of the^business environment", is 
attractive and personally satisfying. Often the desire for 
quality of li fe m attributes in a business location outweighs 
purely cost-based analysis.^ 

— L-ocal— go-v e-T-nments— h a v e t wg basic approaches -avai labile tQ 

them "in assisting a revitalization process, service and 
non-service initiatives. Service expenditu res can include not 
'-merely typical municipal servicejs such as police, fire ancT~ 
sanitation, but also capital improvement programs ana 
locally-authorized bonds, Itians pr grants. Non-service 
"approaches include use of regulatory, tax or administrative 
powers to assist local businesses. Such non-service 
approaches can also include organizing 1 functions or advocacy, 
A, roles-for state or regional policy changes needed to further - 

T " the revitalization process. A recent study pointed out: 

Local governments have a 'variety of strategies open 
1 to them to assist small neighborhood businesses. But 
they are not yet systematically Taking advantage of 
all of the opportunities they have,, especially -4n the 
non-service area.* 

City governments have found it difficult to coordinate 
jcategorical grants programs, locally-funded capital 1 
improvements , service improvements , business regulation and 
tax policy. In some places, this coordinative function has 
' been Undertaken 'by community organizations which negotiate 
with governments at all levels an<j interface with small 

b u sIrTe~sse"s. ~~ Tfrtfetex ^ ; 

community-based organizations can be quite broad, emphasizing 
financial investment and technical' assistance (using community 
^development block grants, Community Services Administration- 
Tunds, or the SB A 502 program)*. ■ .Where local government 
revitalization programs are rudimentary, community-based 
organizations often conduct the major portion of comprehensive 
economic planning for deteriorated neighborhoods and districts 



* J.D. GOllub and S.A. Waldhorn, Using Nonservice Approaches 
to Strengthen Small Business in Urban Neighborhoods. , SRI 
International, Menlo Park, 1979, p. 1. 
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Although the State's resources are v relati vely limitea, it 
can draw upon a variety of funding sources to support early 
planning activities by local governments and community-based 
organizations which assist localjovernments, -resource 
identification for revit alization projects, interim funding 
for project development while major funds are tied up, and 
other coordinative activities. It is this role that is most 
crucial in creating the credibility on the public side of any 
proposed public-private partnership.' The next most crucial 
initiative which the State- should undertake to facilitate 
industrial revitalization is to assist, through legislation, 
local governments to consolidate projec^Nd^velopment 
activities, including land acquisition, building and capital 

equipment— f-inaneing --aftd— de-ta i-led XnilQxmatli^^x y_ices in/ a 

single, local organization which is accessible and immediately 
-responsible to small businesses : " _ T his ^iMtialtive requires 
State action: / 

h - to expand the recently 'enacted Industrial Rev-enue 
Bond Act to permit local authorities to prepare 
financing packages to meet a v range 'of financing needs 
of participating small businesses in a speedy fashion 

to integrate work force training programs witt) 
facility and acquisitions; and 

to encourage both State and local capital 
expenditures to be integrated with the needs of 
affected businesses. 

Several models for thisr type of ..arrangement exist, most 
particularly in the states of Pennsylvania, South Carolina and 
Oklahoma. By coordinating this approach at the state level, 
'wasteful tax expenditures at the local level can be minimized 
through the application of uniform minimum standards of 
feasibility and impact. 
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NCTN-TftADITIONAL SMALL aUSI^ESS LASK FORCE 

DISCUSSION SUMMARY ' 
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The Non-Traditional Small Business Task Force 
formulated and answered the . following four questions: 

- Can non-txaditional business ownership and 
i management -increase worker satisfaction apd 
productivity? * 

Do non-traditional businesses provide a 
^way to create os retain productive industry 
and jobs? 

h - Tan non-traditional small businesses generate 
significant new employment in urban areas and 
> among hard-to-employ populations? 

A J 

, - . Can and should the State government facilitate 
the formation and "growth of non-traditional 
small businesses? 



The Task Eorce answered^ch question With a strong 
affirmative, as detaileflin Section C of this Summary. 

The members of the Non-Traditional Small Business TaSk 
force were drawn from private businesses, community 
corporations, educational institutions and State 
government. All of the Task Force members have extensive 
experience in working with non-investor-owneji businesses. 
This summary relies heavily on the experience and personal 
knowledge of 1 the members of the Task Force. 
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The Task Force was assisted by research undertaken at 
'the University of California, Los Angeles by Urban 
Innovations Group, the practice arm of the Scnool of* 
Architecture ana Urban Planning.* The research surveyed 
the literature and data concerning non-traoitional , 
businesses vand described land analysed, a cross section of 
small California firms' which in one way or another are 
non-traditional. See the 'summary of the research at pages 
90-92, infra. 

A. IDENTIFYING NON-TRADITIONAL SMALL BUSINESSES 

In th£ United States most goods and services are 
produced by businesses, large and small, which are 
rinvestor-owned and are managed by or on behalf* of their ' 
^n~ers^ — Incre a singly howevrf — Am e r rcans-h a v e 



I I C 1 j • xiiwiua JJ.ny i i w ™ w » w * , ~ - - - 

.^perimented with business firms w+iich are structured and 
which operate very -differently from most investor-owned 
firms. The success of large-scale - agri-cultural . 
cooperatives in- providing benefits for farmers has^purred 
interest in more modest sized non ipvestor-owned firms. 
Businesses owned by employees, by^n-prof it associations 
or by customers can have objectives that differ from most 
investor-owned businesses, while still retaining a place 
in the .private economy. Their -objectives in addition to 
creating income for their participants , have included ^ 
neighborhood development, creation of more satisfying 
jobs, preservation of existing businesses and employment 
of '-fiard core unemployed persons. Such businesses are 
hardly a new phenomenon in American history, but at no 
other time has the potential for widespread operation of 
non-traditional business been as great as it is today. 

Non-traditional small businesses must be distinguished, 
both from traditionally-organized and operated businesses 
and from charities. A private activity is a charity if it 
redistributes money or goods and services without 
generating sufficient revenues from those it serves to 
cover J.frg rngtc;. Many rharities , including some hospitals 



and relief organizations, are very sizeable economic 
organizations, producing substantial re'venues and 
employment. Such charities depend on public and private 
donations .for their survival. .Hpwever, if a firm produces 
i recognizable-good or service, provides employment and 
generates sustaining revenue from its sales it should be 
classed as a business. In most, but not all cases, 
business activities are also conducted for profit. 

« 

* See, Appendix 3, "Non-Traditional Small Busines\s in 
California: Problems and Prospects." 4 
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A business may be non-traaitional as a result of its < 
.legal structure, its work processes, its objectives or its 
products and services. 

Npn-Traditional Legal Structures . Businesses which # 
are organized' on a membership basis are clearly :* 
non-t^radition^l. Membership businesses include 
cooperatives- £n*d' cdllectives. Likewise, businesses" which 
are owned and/or controlled 'by employees, either .directly^.-*' 
or, through trusts or other mechanisms, are non- 
traditional. Consumer cooperatives 1 owned' and operated 
for the,benefit of customer members. are t£e most visible 
urban cooperatives , * but businesses with worker members 
also exisjt. ' 

No n- fr a ditional~~Wortc -Processes- ; — Thousands- of — 

otherwise traditional businesses have "institutionalized ^ 
management participation by workers in the businesses? 
These arrangements vary from complete , worker democracy in. 
wtfich employees elect' managers arid officers, to Scanlon 
Plan shop floor participation programs designed 'to ' - 
increase efficiency. £ 

1 ' Non-Traditional Business Objectives . Businesses have 
been created and operated to provide communities with 
jobs, to act as sources of profits for reinvestment in . 
developmental activities, or to conduct "needed on the job 
training. These objectives typically are foreign to 
investor-owned businesses. 

Non-Traditional Products or Services . While any 
genuinely new-product or service^ is in a sense- > 
non-traditional, certain new approaches to meeting public 
economic and social needs through business activities, are , 
an alternative to 'traditional financing asSifrtanc^ or tax 
incentives. Firms which combine sales of services ox t 
products---to--tha private maxket with explicit contractual 



commitments to government al bodies to also provide 
development, training ox^ employment services are 
non-traditional businesses. SuCh businesses may be 
organize^ as either for profit- or not for profit firms, 
and can incldde among the it services hiring •hard-to-empJLoy 
^persons on ^either a limited term basis or, as in the case 
a of sheltered work or supported work programs, on a 
permanent basis. ' * Y 

% The Task^Force was uftable^to determine the size of the 
State's non-traditional small business^ sector^ Base t d on , 
the* research Conducted by Urban Innovations Sroup, it is 
clear that data concerning the number of non-traditiopal 
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— business? is scaxce-, -txut that t-h ere^ are certainly sevejaL 
thousand firms in the State which jneet the criteria set 
forth above. 

*B. 'FUNCTIONS OF NON-TRADITIONAL SMALL BUSINESSES 

If jorganizing businesses in new and creative ways . 
serves merely to permit a small, group of ecce-ntrics to 
indulge in testing economic theories, there is no need for 

v the State to interest itself in their -activities. 
However, there is far more involved*. Non-^raddtional 

' businesses show great promise for* alleviating a number of 

0 .otherwise intractable economic problems. 
* 

«The Task Force found that it .could answer each of c the 
first thxee questions 4 posed at the beginning of this 
disc^ss\on summary in the affirmative. 

* • l. Can non-traditional business ownership and 
' management increase worker satisfaction and prodTictivity ? 

© 

^Answer: Yes. 

' / There^ has been national concern about studies and 
observations'which document widespread instances of lack 
of worker involvement in work activities and lack of 
commitment to workplace performance. The causes have been 
identified. as depersonalized workplaces, lack of 
incentives ' to produce and widespread changes in the work 
ethic. The Task Force found that democratically operated 
workplaces,' both investor-owne'd and employee-owned, 
' improve worker invo.lvemeht in operations. Likewise, 
employee ownership of businesses has generally resulted in 
improved productivity. 

° 

2. Do non-traditional businesses provide a way to • 
create or retain productive industry and, jobs ? - 

'Answer: Yes. 

\ Beginning with' the introduction of tax incentives for 
employee stock-ownership -plans , employee ownership has 
provided a way to preserve businesses that would otherwise 
have. closed and to finance expansion of other businesses. 
Employee ownership situations offer great promise for 
small business, if a routinized, inexpensive pattern of 
ownership and control, can be worked out. Cooperatively or 
\ community-owned businesses have been successful in 
\^frp»aking the grdund for purely investor-owned business in 
depressed inner city areas by demonstrating locational 
feasibility and positive workforce characteristics. 



^ — - *9r ; 

3-, — .Ca-a^aQA^txadltional small businesses generate 

significant new employment in urban areas and among 
hard-to-emplQLy__|KLpulatJL£LDS? '_ ; 

Answer: Y-e^s. 

Businesses which grow out of neighborhoods 
organizations hve proved to be significant and productive 
employers in low income communities. ^Community 
^development corporations "and other organizations have 
sponsored or operated' locally important businesses. 
Supported work businesses provide needed goods and . 
services and provide jobs for former AFDC recipients, 
ex-addicts and ex-offenders, all at a cost' less than 
existing systems of income transfer and 
institutionalization. • * 

The Task Force analyzed the contribution of 
non-traditional . businesses toward the solution of the 
issues presented above. The case studies conducted by the 
Urban Innovations Group revealed two general^, 
classifications of * non-traditional businesses: 

Workplace Oriented Enterprises : businesses which 
engage in private production of goods and services 
while operating with" employee .ownership or management; 
and 

Neighborhood Economic Enterprises : businesses which 
mix private production with social aims," including 
community development, occupational training, 
developing cooperative relationships or providing 
services Ao special populations. 

Businesses of the fi^st. type are usually organized 
around issues of & workplace characteristics or job 
preservation.* They often embody a strong commitment by 
their organizers to non-hierarchical decision making or a 
general ideology of cooperation or anti-exploitation of 
"workers and customers* Businesses of the second type tend 
to be last-ditch private responses to failures of the 
private market to provide suitable employment 
opportunities, economy environments' or services. . 

Workplace, oriented enterprises often are designed to 
improve workplace satisfaction, productivity and job 
continuity, while those of the second type 'are often the 
only viable mechanism to deliver quasi-public services and 
conduct. developmental activities in low income areas* * At 
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times the distinctions become blurred, as in the case of 
creation of a neighborhood corporation to purchase and . 
operate a plant 'otherwise slated to close. 

<Z- weftKfMrAeE-^R^ENTEB-E-NTERPRlSES 

* 

Many non-traditional small businesses are based on the 
notion that for certain types of businesses, usually those 
which are labor intensive, there. are institutional 
advantages which make" employee ownership an attractive 
alternative to investor ownership or which can best be 
achieved through democratically managed workplaces. 

Job Security . Investor-owned businesses in 'cyclical 
industries^tend to respond to slow periods with layoffs. ^ 
Employee-owned businesses tend, on the other hand, to cut 
wages or hours. This approach maintains equity among 
workers, and avoids layoffs. (Decisions regarding 
continuation of a business are also affected positively, 
because an employee-owned business will be kept going even 
if profits are low. The primary income of -worker-owners 
remains wages, and so long as wages can be paid, tt>e 
return on invested capital is of lesser importance in 
determining issues of business continuation. 

Business Ownership as a Financial Incentive . Where 
workers are. also, owners and managers* . they are motivated 
to achieve higher levels of productivity and workmanship 
as a result of direct financial incentives in the form of 
higher distributions of.earnings; Workplace disputes tend 
to be' negotiated to resolution more often than they result 
in confrontation. (This is not always the -case, as the 
receht strike at worker-owned South Bend Lathe Co. 
indicated.) 

Workplace Flexibility . There is a tendency toward 
increases in worker discretion, innovation and self-' 
improvement at the workplace in employee-owned and * 
operated businesses. Se»lf-organization of the work 
situation by workers contributes to competitiveness of 
non-traditional businesses through increases in worker 
productivity. This conclusion has been documented in 
studies of the workfer-owned plywood cooperatives in the 
Northwest and .the Volvo automobile plants in Sweden. 
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0. DEVELOPMENTAL, SERVICE ANO TRAINING FUNCTIONS OF 
NON-TRAOITIONAL BUSINESSES 

The second group of non-traditional business we* 
identified are neighborhood economic enterprises.' They 
tend to value service to a community equally with 
maximizing earnings* They may be formally organized as ^ 
for profit corporations, non-profits' or cooperatives. 
Most are small scale, self-help enterprises that started 
with private funds, including foundation grants and ofte-n 
have used government programs for a portion of their 
support. The report prepared by UCLA Urban Innovations 
Group (Appendix 3) describes several neighborhood economic 
enterprises in detail. See, for example, the studies of 
TELACU, Spanish Speaking Unity Cou*icil/Peralta Services 
Corp., and Western Communities Industries. 

The melding of business and community -goals is 
particularly well illustrated by Western Communities 
Industries, which is-, a for profit corporation ownsd by' a 
Community Action Agency in/Fresno. It manufactures and 
sells insulation on the pr/ivate' market , e but its corporate 
goals include job creatiork and providing supplies for low 
income weatherization a'ctiv^ties. It was established with 
financial assistance froto a Federal agency, but it is 
wholly self-supporting. Its gainful activities strengthen , 
the service capacity of its parent organization and reduce 
its* costs while creating beneficial economic and 
sociological impacts on its low income community. 

Forms of Neighborhood Economic Enterprises . A * 
neighborhood economic enterprise evolves from a business < 
opportunity, the neighborhood needs and the .expertise of " 
the founders. The following examples are intended to 1 
illustrate trie diversity'of such businesses: 

1 # Privately-owned firms with formal public 
resposibilities : These are businesses which are operated-' 
in a manner intended to yield both profits to their owners 
and benefits in the form of capital investment, training, 
financial contributions or public services to a specific 
public community. An importjflfc example of this type of. 
business is the South Shore National Bank of Chicago, 
described more fully in Appendix 3. South Shore Bank is a 
privately-owned neighborhood development bank which, while' 
seeking profits, has as its primary goal "developing the 
neighborhood for the benefit of the residents."* The 

* Illinois Development Corporation, Offering Circular, 
.1973. / 
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Bank has operated as a small, but profitable, full service 
commercial bank focusing on the savings and credit needs - 
*of its neighborhood, .while its affiliates have undertaken 
real estate rehabilitative services, technical assistance 
to other businesses and other developmental projects. 

2. Consumer cooperatives : -Cooperatives are 
businesses that are owned and controlled .by the people, 
with whom they do business. While there are some large 
California consumer cooperatives, such as the Consumers 
Cooperative of Berkeley, most are s/nall enterprises, that 
operate from a single location. Ce-ops operate in 
virtually every area of the economy, but they are most / 
frequently found in the food business. . An important 
subgroup of cooperatives' are credit unions, especially 
community development credit unions, which are based on 
affinity bonds between residents of a particular community 

- 3. Non-profi-t or community-owned small businesses : 
Neighborhood organizations have begun in the fcast 10 years 
to go beyond advocacy roles and to -plan, promote, fiLnaric% 
and, often, to operate and. own small businesses which 
generate employment, ihcome and needed goods and — 
services. At times, ther "business" conducted by a 
neighborhood organization which provides services may have 
only one "customer", either the State or Federal 
government. Activities of this sort include a variety, of . 
health care services, .senior transportation services, day 
care c§nt?rs sfnd .training facilities. Cbmmunity Action 
Agencies have proved adept at conducting such businesses, 
which, although conducted by non-profit entities, are very 
comparable to more traditional professional* businesses- 
conducted by, for example, health care firms which- receive 
a major portion of their income from government 
reimbursements. Sucrh businesses oftefi provide double 
social utility because they not only delivejr a service 
needed^ in the marketplace, they also p ^vifl s training for 
otherwise unemployable persons. . . 

Community development corporations and community 
investment trusts in low income neighborhoods have taken 
the' next step and have begun to use a mixture of public 
and private financing to invest in businesses which 
benefit the neighborhood, but which can otherwise be 
indistinguishable from other .small businesses. A drug 
•store^or coffee shop which provides enough traffic on a 
block to discourage muggings i§ an example. Businesses 
created and owneg in~this manner address a number of 
puWic policy issues while' Remaining private enterprises. 
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4. Supported Work Businesses: Of all the conclusions 
to come from, the Task Force's discussion, perhaps the most 
controversial is that significant State resources should 
be devoted to providing operating revenues to "supported 
work" businesses, A supported work business is organized 
-for the purpose of employing hard-to-employ 'groups as well 
as for producing goods and services. A supported work 
business depends on both sales of its goods.'and services 
and on revenues from the government for the employment 
services which th^sbusiness offers. Many supported work 
businesses employ hatd-to-employ persons i for limited 
periods and act as a transition to unsupporte/ti 
employment. 'Others offer permanent employment to those 
unlikely to find other jobs. ' the attraction of supported 
work businesses from a public policy viewpoint is that 
there are significantly greater benefits than costs as a 
result of providing a job to a person 'through this type of 
business than to maintain the same person on public 
assistance without a job. 

The Urban Innovations Group included two supported 
work businesses in its study, and concluded that they were 
effective mechanisms to reach hard-core unemployed . „ . . _ 
persons. Follow-up analysis done at the University of - 
California, Berkeley has detailed the cost-benefit 
effectiveness of supported work businesses.* The 
conclusion of that work is that supported work 
demonstrations in 14 sites, have b6en successful and cost 
effective for two target populations: (1) female 
recipients of Aid to Families with Oependent Children and 
(2) former drug addicts".- Projects with recently released 
ex-offenders were marginally ■ cost effective, with strong 
indications *af success." * 

E. NEEOS OF NON-TRAOITIONAL SMALL BUSINESSES ' 

Can and shoul'd the State government .facilitate the 
formation and growth of non-traditional small " 
businesses ? 

" — : * — ... , \ 

Answer: Yes., *it can. and should. 

As it has in other areas, the State sh.ould work to 
create the conditions for business growth when the effects 
of that growth will benefit all Calif ornians . 'There are a 
series of needs wfyich should be addressed tfyspur the 
growth of non-traditional businesses* 

* See Appendix 3, "Benefits and Costs of Extended 
Supported Work. 11 ^ 
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The needs *of non-t raaitional sn^JJ. businesses are 
similar to those of other small businesses. However, 
because of differences in structure or objectives, 
definition of the needs tends to be more complex, and the 
resources to meet those needs are more difficult to come 
by. A significant factor which we identified as affecting 
many aspects of conducting a non-traditional small 
business is that such businesses are often isolated from 
source^ of information concerning business issues. Such 
isolation results in part from the fact that they are 
pioneering new undertakings and in part from the fact that 
the entrepreneurs who establish non-traditional businesses 
often are from backgrounds which were devoted # to attempts, 
to achieve public policy objectives rather -than work in a 
small business environment. Entrepreneurs of 
non-traditional business tend to lack contacts with 
knowledgeable people in their industry 'or *in business 
generally . ' 

.Training and Technical Assistance Needs . Th'e Task 
Force identified emotional commitment to quality products 
and organizational objectives by entrepreneurs^and workers 
in non-traditional businesses as a key positive element in 
their growth. This commitment is particularly evident. in 
workplace oriented businesses. 'However, product 

"cbmmltr\ertt must be" ' augmented ~w±tti training in both - — — 

traditional ,and non-traditional management skills if these 
businesses are to become a significant part of the 
economy. The report of the Task Force on Education, 
Training and Technical Assistance, above, pages 39 to 42, 
details .needs for traditional business training. What*, 
then, ar'e the* special needs of non-traditional businesses? 

Historically, each new line of, business has 
necessitated development of corollary expertise fh 
production management and professional techniques 
applicable to that particular l'^ne.^ A similar, although 
more extensive, development is heeded regarding the 
following types of issues confronting non-traditional - m 
businesses : 

defining operational practices and limits 
for participatory workplaces; 

definition of legal rights and responsibilities 
of employee-owners; 

creation of efficient legal structures for 
production cooperat ives , community-owned 
and worker-owned businesses; *• 




integration of management "techniques with the 
participation of employees and customers: 4 and 

\v * 
creation of financial and non-financial reporting 
systems which /permit\ evaluation of progress 
toward non-ti/aditional goals, 

/ ' * 

For non-traditionals to prosper in a major' way, -an 
infrastructure of knowledgeable consultants, attorneys, 
accountants and other business service providers is * 
necessaryf This need has several components: 

l.^Both types of non-traditional small businesses 
have needs for training in besic business skills, e.g., 
management and supervision, accounting, and marketing, 
plus they need- training 'in management of unique 
organizational structures, issues of community^ 
involvement, staffing patterns, and financing, 

-2. Non-traditional^ small businesses, especially^ 
neighborhood economic enterprises, need training in of 
government contracting and grant procurement sp they will 
be able to make, informed decisions about building. their - 
businesses with "the. aid o'f Federal or State' programs. 

' 3. Both types -of non-tradi^tional small businesses 

need specialized l&gal and accounting services:" 

• <** 

V. .Non-traditional siftall businesses need*»technical 
marketing assistance, including market research arad 
identifietiora, as well as help with comfourtTca.tion of the 
commitment of nbn-traditional businesses to product 
quality. * ** . [ / * • . 

Regulation and Legislation MeedsV Although the T«ask 
Force discussed aspects of regulation ana legislation only 
briefly, the needs which were; identified have j/mpQrtant 
implications -for non-traditional small businesses* T£ie > 
State's "stamp of .approval* 1 ! bn^let^l -structure^, methods a 
of operation, financial .recordkeeping and, ent^y N and exit 
of employees would allow for i a*less .costly* and, frustrating 
process of formation and growth for non-traditional small, 
busfnessea* * * - 

Some Observers dispute that there are* significant 
legal barriers hindering incorporation ahd operation of 
the various types of employee-ownejd ^nd operate'd* 
businesses* They point ta> the fact that the Business^ , 
Corporation Law is extremely flexible with regard to 
capitalization and management structures, onfTthat 
producer and worker, cooperatives may be incorporated under 

> .. v 
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tne Cooperative Corporation Law. However, attorneys and . 
other professional^ ar& unfamiliar witn the alternatives 
which alreaay exi^t in tne law. In aadition, a confusing, 
difficult and expensive series pf steps faces any group 
which wishes to organize an employee-owned business having 
the attributes of continuity of control by employees aria 
the ability tcfr sell memberships or shares. As one 
example, the California Securities Law provides no 
expedited or exempt procedure for securities of consumer 
and producer cooperatives although such an exemption 
exists for agricultural -co-ops. Likewise, there is no set 
of State-issued recommendations and instructions for 
incorporation of such corpbrations as there £s for stock 
business corporations.' * 

1. There is a need for legislation to facilitate 
incorporation and operation of wofkplace oriented 
.enterprises, inducing producer coofferatives and 
employ ee- own/4 d businesses. 

2. There 4 is a- need for the State's regulatory 
agencies to evaluate more sympathetically varipus 
non-traditional business operations. This is especially 
important, for example, fn the area of rules for financial 
recordkeeping for reimbursement programs* and State 
contracts which* currently hinder non-tr'aditional 
busin'ess f s abilityHo obtain financing. • , 

Networking and information Sharing Needs . The need 
for developing small business supportsorganizations or 
networks was mentioned by several of the task forces. 
This need is particularly crucial for . non-traditional 
stoali .businesses. Such organizations' could assist 
newc6mers in identification of- viable structures and 
procedures, provide a forUm. fpr sharing mutual problems 
and solutions, and act as representatives in- traditional ^ 

•business, political and social arenas. m 

* * • * ■ 

'Non-traditional .sma^l* businesses are hindered by -the 
public's stereotyped . i'nffjre-ssiurrs of their activities and 
business "attitude's. These stereotypes limit creation ana 
growth of no/r-traditional small businesses. Ope of the , 
reasons nbn-tradit ional small businesses continue to'be- 
labelled as disjointed, high-risk and uncjer-producjtive is 
that 'they have rftrt engaged; in a ^systematic and thorough 
effort »to ed&cate, the traditional business community, 
* government and the general public to the contrary. 
Effective public ^dupatin would de-mystify non-traditional 
small business activities, emphasize their contf ibutions 
to thfeir communities, and also attract new business 
Opportunist i'es and employees. 
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^ 1. There is a need for networking and information 

sharing among non-traditional small businesses with regard 
to : - 

(a> business structures (formal and informal); 
(b) operating procedures; and 
^ (c) specific products arid services. 

* 

2. There is- a need for a statewide non-traditional 
small business organization to conduct public education 
with regard to: 

(a) the costs and benefits of non-traditional 
businesses as revealed by social accounting 

.techniques; and 

(b) the contribution of non-traditional business 
to employment and productivity. % 

3. There is a need to identify the social, business 
and political contacts which could facilitate non- 
traditional small businesses 1 access to traditional 
business networks and organizations 'and reduce prgblems of 

nial of "business civil rights. 11 

Financing Needs . Many non-traditional small 
businesses have been 'excluded from transactions with the 
financial community. For example, an * organization' cannot 
get a loan or a contract through the SBA if it is i 
non-profit corporation, no matter how business-like its 
operations are. Non-agricultural cooperatives were 
"unbankable" before the Consumer Coop Bank was created 
Lenders tend not to distinguish between 
and risk. The Task Force felt* strongly \ 
traditional small businesses had major needs in the 
finance area. 




unconventionality 
that non- 



• 1. There i.s a ne6a to institutionalize credit 
evaluation criteria to correspond with the'' finances of 
non-traditional businesses. Such criteria would help 
financial Institutions to understand financial records of 
non-profits, cooperatives ancUcollectives and the 
applications /or financing that they submit. 

•*2. There is ,a need to* change the regulatory climate 
for financial institutions in order'to allow .or encourage 
them to conduct business with small businesses in 
officially-encouraged programsyof socially responsible 
lending . . t * " 1 

• \ n 

3. There is a need to investigate kow the Federal 
Community Reinvestment Act might 'be utilized and 
suRpJLemente.d rat the State level to 'make socially, 
responsible lending aryJ investment mgre attractive. 
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4. There is a neea for soundly-based, non-traditional 
financial institutions to service various types of 
non-traditional small business. 

5. In order to m/ke private financing more available, 
there is a need. to spread the risks on lending to 
non-traditional smalA businesses and perhaps create a 
secondary market for non-traditipnal small business 
'Obligations' through new fiscal intermediaries. 



RESOURCES AND SUPPORT FOR NON-TRADITIONAL SMALL 
BUSINESSES - 
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\ There are striking differences in the sources of both 
initial capital and operating revenues between workplace 
orifentea businesses and neighborhood economic enter- 
uprises. .PersonaJ^savrisg* and loans from "friers and 
"family are the primary sources of initial capital for 
wotkplace oriented ventures, just as^ they are for more p 
traditional businesses. Revenues are derived from sales 
of goiods and services on the open market, often in 
established, highly competitive fields, food stores, 
packaging, printing, ifiedical services and construction. 
After a period of operation, several of eBusinesses 

* interviewed had obtained short-term loans from banks and 
'also had obtained credit from suppliers.. Long-term debt 

is more difficult to obtain. 

On the other°hand, neighborhood economic ventures, 
especially those organized as cooperatives and non-profit 
corporations have used donated funds t<* start operations 
and have had difficulty in obtaining loans from banks,, 

• even after successful** operations'. Both -short- and . 
LDOg-term debt is extremely hard to obtain. Government 
cfontr,acts provide.the source'of much of the operating 
revenues for many neighborhood economic ventures..* These^ 
contracts can include, direct fee for service transactions, 
reimbursements for services or "grants" in exchange fpr 
specified a^ti^ities. All of these revenue sources are/* 
diffl^lt to translate into a basis for private loans for 
facilBles, equipment ox working capital. Neighborhood 
entra^»eurs are rarely able to. use CETA training 
reveno^f, for example, as the- basis for a loan. ,To the 
extent that neighborhood enterprises also generate revenue 
from sales to the public, they are also able to seek loan 
capital, if, but usually only' if, their corporate 
structure appears conventional. - *" . 

4 Public sources of capital for neighE&rhood economic 
ventures ar&. important 'Neighborhood development igrants of 
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various sorts, from HUD and EDA, administrative funds from 
the Community Services Administration and CETA demonstra- 
tion contracts all rfave assisted the growth df such 
ventures. Continued progress for neighborhood economic 
ventures depends on combining such donations and contracts 
wit* a removal of the legal and operational road blocks 
which we have described above. 

Non-financial 'resources for the businesses we & have . 
described are available from a, variety oT sources, many of 
which are organizations whicfr are relatively new and not 
well established. Efforts to -establish statewide or 
regional information clearinghouses apd support networks 
are in their infancy. While users, of such' organizations' 
can and should be expected to bear the costs of their 
services in the long run, short-term public support toward 
their establishment may be warranted. The basis for { 
providing such support should be the benefits to the 
public a*s a whole from the existence of a sector of 
no n-ttr ad itional businesses . 

Our recommendations to achieve the^ changes necessary 
to enhance the viability of both types of non-tyaditionai^ , 
small businesses are set forth in- Appendix ■ 1 . \ 
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. PART II * ' * 

PRINCIPAL RECOMMENDATIONS OF THE 

URBAN SMALL BUSINESS EMPLOYMENT PROJECT 

The principal recommendations of the Urban Small Business 
Employment Project' were developed by, an ad hoc Statp review 
panel from*the complete set of recommendations submitted by 
the Rroject's Task Forces (see Appendix 1). The reviewers 
represented the staffs of the Employment Development * 
Department, the Office of Planning and Research, the 
Department of Economic and" Business Development, the 1 
Department of Industrial Relations,^ the, Senate Select 
Committee on Small Business, the Assembly Labor Committee, 
Senator Bill Greene and Assemblywoman Maxine Waters. • 

The reviewers developed their recommendations based on 
the following criteria: w - 



. « ^ .... . . 

1. Reduction of goVernmentaT^ToTIT 

2. Avoidance ot new. State expenditures (jr loss of 
revenue.* 

3. v \ Encouragement pf local or pr^ate initiatives as 
: alternatives to governmefttSl action. 

- % 

4. Promotion of governmental efficiency and optimal use 
of existinfl resources. * 

5., Targeting to' promote small business growth. 

6/ Politicals-feasibility - broad legislative t 
acceptabilityT 
• • * ^ 

Adoption and implementation of these Principal 
Recommendations -would, in the opinion of the review panel, 
sigrfif icarvtly tietter> the environment and prospects for small 
businesses in-J^alif ornia. The text of each Principal 
Recommendation and a* brief comment are set forth below., — ' 
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A. CAPITAL ACCESS RECOMMENDATIONS 



Principal Reconttnendatjj^n^l:: 

Explore the potential for prudent investment of 
public .pension fund 'assets in support of smaller 
businesses throdgrr small business investment pools, 
mortgage pools, long term leasing 'af seal estate and 
other de<bt and equity participation intermediaries. 

Implementation of this ^commendatio n c ould dramaticallyjr *"* 
increase the potential sup^y of ca RJW|^ available to sm$11 
businesses. The effects r a ng^tx^n^^Lc h larger yenturt 
capital industry to expanded ability to market the guaranteed 
portion of Sqiall Business Administration xg£ n s. Tull * 
Implementation could xa^tfjfre legislation to brtfaden the v 
investment authority of t/he trusteed of the public investment 
funds. c The 'Governor 1 s Public* Investment T^sk Forcfe is 4 
preparing detailed* proposals to encourage small business 
investments by public pension funds. 1 



Principal Recommendation 2: « 
The Superintendent of Banking should 
administratively determine thatNno tank loan to a * 
small blisine^s should be "classified" by. examinfers a 
c and charged against the bank's reserves if the -loan 
' a is adequately collate ra$4^ed 'and ^not in default, and' 
~* should encourage ' federal banking -officials to folio* 
suit. 

"Classification" of a loan by a b^ank examiner acts as a * 
charge against the capita-! of a bank and reduces its lending 
capacity. The* Capital Access Task Force found that bankers 
believe that -small business loans are likely, to be classified 
even if they are in no danger of default. Adoption of this 
recommendatJ.ori and dissemination of information .regarding its 
adoption would encourage bank lending tb small businesses at 
no cost to the State. 
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9 P rincip al RpcommendatiorY 3: / < 

Institute small business leading aad investment * . 
internships, to trafin, season "^©d /place - small - ' % 
.< % bu§ines.s financial officers in vtban* lending 

institutions in* order to'p'rcwid6 special attention 
to the needs of minority* and Wpmdn-owned small 
businesses. ^ n . < ; ; ' ' 1 * % 

The ne£d for highly skilled* small business loan officers in 
urtten financiarl institutions/was strongly^ expressed by* the # 
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Capital Access Task Force, and supported by' the reviewing 
pane 4 !* *Thi's recommendation addresses that need directly. 
The panel recpmmendetirthat the role of the State be -limited, 
however, to sponsorstnp and coordination of an internship 
program, with the major resources, I.e., salaries and 
training costs, to be supplied by participating private 
financial institutions and • institutions of higher education. 

• \ 

B. TAXATION, REGULATION AND ASSISTANCE RECOMMENDATIONS 



i 



Principal Recommendation 4: • ^ 
The State ghould adopt a progressive State corporate 
'het^income tax to eliminate the. current inadvertent 1 
statutory impact favoring large businesses' which 
-results from a higher effective State tax rate on 
small businesses*, after computation of federal 
taxable income. 

Because Federal corporation taxes are Viow progressive, 
California's flat 9.6% corporate net income tax results in an 
uhequal State tax, burden. This burden is heaviest an small 
businesses which most depend -on retained earnings as a source 
of expansion capital. By reducing the statutory State tax 
rate to 6.7% for businesses with net income under $25,000 and 
raising it, in steps, to 10X for businesses with net incomes 
over $100,000, the effective State tax rate could be 
equalized at 5.68% for businesses, of all sizes. This change 
would -'result in no net loss of revenue to.the State, while 
increasing the availability of capital for reinvestment in 
smaller businesses. 



Principal Recommendation 5:^ 
} The Bank and Corporation Tax Law should be amended 

to permit a corporation to carry forward for seven 
\ years up t'o $10,000 in net operating losses per year 
v .for each of the first four years after commencement 
of business. - * 

A bill (A.B. 2012) permitting businesses to carry forward net* 
operating losses yas passed by both houses o&#the Legislature 
'in the 1980 te*m f but was vetoed by the Governor because o,f 
technical^tirafSing inconsistencies and because of the 
signif icant^tjnQact on .State revenues. The 'review panel 
modifieb the Task Forced Recommendation on this subject, 
based on a U&lief that a bill with limited d/educfcions, 
available only to new businesses would achieve the primary a 
goal of 1 making it "mo^e attractive to start a 'business while 
standing a -better chance of enactment. ^ ' 
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Principal Recommendation 6: 

The State should appropriate oryadministratively 
allocate funds sufficient to match federal Small 
Business Administration funds earmarked to 
California for the purpose of creating small 
business development centers attached to State 
University campuses and administered in conjunction 
with the Office of Small Business Development, 

The Small Busines's Development Center program has been widely 
acclaimed as an effective and useful way to strengthen small 
business manSgement skills. Pilot programs in California 
bear out these comments. * The State should make full use of 
the 50% matching funds offered by the SBA to activate this 
program. The Office of Small Business Development has 
attempted to reallocate existing funds in a'way which will 
satisfy the SBA requirements, but funds specifically 
designated for the program Should be found, 
v 

'Principal Recommendation 7*: 

Because small businesses are more affected than 
large businesses by delays In payment for goods and 
services, the State should speed payment to 
suppliers, especially small" businesses, and* to 
encourage this result, all State agencies should be 
required to pay interest at the prime rate on all 
accounts which remain unpaid 45 days from the date 
of invoice, payable from the budget of the 
accounting er>tit-y which placed the order. 

Ttte review-panel supported this method of providing* a 
budgetary incentive fofc speedier payment of State, 
obligations. In additrion, the y panel supported proposals to 
permit and encour.age/the State's agencies to t obtain prompt 
payment discounts from .suppliers. 

Principal Recommendation 8: 

In order to enable small businesses to compete in 
state procurement on a more equal basis with large 
. businesses, the State should eliminate the reference 
vendor procedure from* its procurement operations for 
all products and services. 

The basis for use of the reference vendor procedure 
(mandatory notification of a specified seller, usually a 
-large business, of State procurements for .any of a specified 
list of products) will be reduced by the" publication of the 
State Register , which will, notif f a larger number. .of 
potential vendors of forthcoming contracts. * 

84 ■ ' ' 



Principal Recommendation 9: 

The State should forego taxation of capital gains 
resulting from investments in job producing small 
businesses, if the period for which the investment 
is held exceeds five years. 

The reviewing panel preferred this formulation of a capital 
gains initiative to that proposed by the Task *Force (compare 
Recommendation 4, page 104, Appendix 1) because the incentive 
effects would be focused more sharply on. job producing small 
businesses at less cost to the State. 

C. EDUCATION, TRAINING AND TECHNICAL ASSISTANCE 



Principal Recommendation 10: 

A. The Department of Education should encourage 
secondary school systems to provide their students 
with a basic classroom orientation to ownership, «. 
operation and management of small businesses as part, 
of the standard curriculum, and to include-sucix 

'orientation in career and vocational counseling. 1 . 

B. The State ! s Department of Education should urge 
school districts which- operate work experience 
programs to increase the relative number of students 
placed in small businesses as compared to larger 
businesses.* 

' C. .Vocational education students at,the secondary 
level who have entrepreneurial expectations should 
be offered expanded opportunity to 'participate as 
trainees in businesses which provide goods and 
services to the public and which are sponsored by 
secondary schools and/or community colleges, 
community-based 'organizations or Ju/uor Achievement 
programs. ' 

The review panel noted that this set "of -recommendations 'was 
directed pxincipally at local school districts. Y 
Nevertheless, the- State's leadership in providing direction 
and information could materially assist in attaining local 
decisions to implement business ownership education options. 
The panel .modified part C of the Task Force recommendation to 
emphasize, its support of the operation'of schqol-sponsdred 
yduth enterprises. e - 

* 9 * * * 
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Principal Recommendation 11: ~* 

A. Each post-secondary educational institution 
which conducts vocational education programs, 
including Regional Occupation Centers/Programs, 
community colleges and adult - education ^systems , 
.should offer entrepreneurship -skills education and 
link entrepreneurial education to specific 
vocational skill^s when- appropriate . 

B. Post-secondary 'institutions should provide 
vocational education students with the opportunity 
to observe /and to practice entrepreneurial skills 
though structured contact with self-employed people 
in the community. 

C. Post-secondary education institutions should 
include small business owners as mandatory 
participants in their vocational advisofy council 

* structure. 

• 0 

D. As part of each course of instruction which 
graduates significant numbers 6f potential business 
owners, post-secondary educational, institutions 
should provide small" business°mffnagement training 
which- reflects the specific needs of the particular 
industry . b 

: E. Post-secondary education 'institutions should, 

seek to coordinate small busines's/entrepreneurial 
education with opportunities for students seeking to 
go into business to obtain specific technical - 
assistance and to obtain preferential consideration 
for loans from participating lending institutions* - 

'f. Entrepreneufial 'and business 'skills programs 
^should be extended into apprenticeship training and 

professional school curricula (e.g., engineering, 

medi<£ine, etc.) 

The review panel viewed this set of recommendations as the 
most important of the educational* recommendations because of 
the- potential t>ver time for significantly changing^the level 
of skills with which business bwners begin operations. 
Little, if any,"legislation would be required to implement 
these recommendation^. However, a strong* state-level effort 
to spur the local innovations would be required. State level 
activities might include: 

informational services directed at statewide and 
local educational systems, jointly ciondupted-'by the 
Department of Education, Employment Development < _ 
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(Department and Economic and Business Development, 
*** detailing* the Yieeas fdr ana benefits of business 
ownership education; ' * 

4 

, 9 

creation of model program materials; 

facilitation of demonstration entrepreneurial 
education programs through incentive grants; 

- , coordination Vith business groups to increase 
business involvement at the local level. 

The reviewers supported an entrepreneurship educational 
stfategy using, a compet'ency-basetJ approach, conducted in 
settings that are fully commensurate with the time and 
locational needs of potential entrepreneurs, whQare often 
employed full time- f f 

Principal Recommendation 12 : 
- • e The State 'should conduct an interdepartmental study 

to determine (a) the extent to which research on 
entrepreneurial and small business is conducted by 
public educational institutions in the State, the 
location of such research and the subjects covered 
in order to provide a basis Tor coqrdinating small — 
business research, and (b) the feasibility of 
n providing, on a coordinated statewide basis, 
entrepreneurship and small business research, 
curricula design and data to institutions conducting 
instruction in^small" business subjects.- 

D. COMMERCIAL AND INDUSTRIAL REVIT ALIZATION 

** * * » * * 

Principal Recommendation 13'; 

Altlrough the. separate re§ponsibiliti'es of existing 
.offices may tfe consistent with conduct of an urban % 
revitaliaetion strategy, the State should designate, 
authorize and fund a single office to coordinate the 
implementation'of State revi talizption policy,, , 
involving iaformational , capital and human resource 
programs, becausp lack of sucji a specifically 
authorized -and funded coordinative function will 
result in a fragmented and ineffectual approach to 
- urban revitalization. 

This recommendation could be initially implemented try an 
oHgoing interdepartmental team, in a wanner similar. to that 
suggested by the Ad Hoc Task Force on Plant Closures in its * 
December 1980 : Report; Such a team 'would fre responsible ft>r 



marshalling*and coordinating^ available resources to maximize 
the effectiveness of local revitalizs'tion activities. This 
ongoing interdepartmental effort coUla -include plant closure 
responsibilities as well as responses to less dramatic peeds 

of, declining areas. r \ 

» # " • 

• ' Principal- Recommendation 14: 
. • The State. should enact a program to designate 

certain smaJJL neighborhood commercial areas or urban 
industrial arfcas Which meet* both local and State , 
economic criteria, as "enterprise zones" for the 
purpose of providing a targeting mechanism for State 
financial incentives and technical assistance 
programs . * • \ " 

x : ■ A 

Although initially split regarding the concept of enterprise 
zorles, the review panel supports this recommendation on the 
premise that designation of such zones by local governments, 
under guidelines established at the State level, „ would permit 
more efficient usfe, of^State resources for 5 revi£aliz«ation 
Designation of enterprise < zoges would be a targeting device 
for State programs, especially if the responsibilities of the 
interdepartmental tea^m suggested under Recommendation 13, 
above, were linked to the designations. Any initiative to 
establish an enterprise zone program should be carefully and 
selectively coordinated with Federal enterprise- zone 
initiatives. 



Principal Recommendation 15: * 

To the extent permitted^ by federfel law; the State 
should* requjlre disclosure "of small ousinessylending 
* information irfrexcess of that required by tnS 

• Federal Community Reinvestment Act to help to ensure 
that adequate responsibility, is taken by the State's 

* financial institutions for commercial and industrial 
revitalization. N / ; * 

• * * * 

At* little or no cost to lending institutions, who already^ 
"assemble, but* do not disseminate information , on the location 
and amounts of small business loans, this information could 
'be made available to determine if lending shortfalls and the 
-potential for more aggressive lending ; exist . Such 
information would be particularly appropriate for discussion 
when institutions seek, to merge or extend branching and for 
vConsideration of applications to form new banks. 



Principal Recommendation 16: 

The State Industrial Development Financing Advisory 
Commission should be authorizes and directed to * * * 
create policy guidelines for l&cal bond authorities 
which, if followed', would resint in integrating 
local industrial revenue bond programs with other 
aspects of small business, revitalization policy and 
programs . * 
*• * 
The new Industrial Revenue Bond Act (A.B. 74j created 
-authority for city and county" governments to issue, industrial 
revenue bonds, subject to approval by* the Itate Bond 
Commission, provided certain standards of. public benef.it are 
met. The review panel recommended that one of'the major 
criteria for- evaluating public benefit be the extent of 
integration of a proposed bond with industrial revitalization 
objectives. It also recommended, that as part of the • 
coordinated State approach to revitalization issues, the 
State shou^rtj make available bond packaging assistance to 
local bond authorities which are engaged in revitalization 
programs. 

E. K NON-TRADITIONAL SMALL BUSINESSES ^ 

Principal Recommendation 1.7: 
The Legislature should commission a study of 
" statutes affecting the -incorporation and operation 
of cooperative and employee-owned businesses' and, * 
based on such study, amend the relevant statutes to 
encourage growth of such businesses. 

Representative of employee-owned and managed businesses 
reported difficulties in adapting the Corporation Uaw'and \he 
Securities Act to the special rteeds of their businesses. f 
Lack of ^organizational models, and statutorily sanctioned 
modes of operation have proved to be significant deterrents 
to formation of viable non-traditional businesses. 

* principal Recommendation 18: 

Because partially subsidized* emp^yment by 
non-traditional small businesses Has demonstrated 
potential to brincnrtherwise intractably unemployed 
persons into the labor force, reduce the net expense 
of transfer payment support , t e .g ., welfare, and *^ 
provide employees with marketable skills* the State . 
'should encourage creation of such businesses through 
appropriate/ financial and technical support and 
through development of a program" to identify and to 
utilize welfare and other transfer payment" savings 
to underwrite ongoing partial- Wage^ reimbursement for 
employees of*such businesses. 

p 
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••This«.TecoiBm&(W»tj.oYi is'base'd on 'r«e£e.a.rch uride'rtgkpiQ. by • 
the UCLA VrBa^nrre vat ions -Group Jtftiqh d&scribed 'operations 
q-f supported 1 '^ork small businesses. .The concept is supported 
.b-y -a r£por4 summarizing the cosfs and benefits of supported 
'Work' projects included. in Appendix 3. Supported work 
businesses offer a' way t'o .provide both income^and job skills, 
reduce the' level .of -expected, criminal activity, of unemployed 
groups'; and provide a realistic-transition to private sector 
employment for haud core unemployed persons at a cost which 
is less than the long term co.st of "welfare and other transfer 
payments, which merely provide sustenance. 
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PART 'III 



SUMMARIES OF, SMALL BUSINESS RESEARCH 



In order to provide a sound informational basis for its 
recommendations, the ^Project sponsored a series of research 
surveys, case studies and analyses: The results of these r 
research efforts are summarized in this Part III. 

The research was comprTSed/TTNthe following components: 

- v Review and analysis of data on small business, 
especially data" compiled by 'the California 
Employment- Development Department, emphasizing * v_ 
identification of firms and sectors responsible for 
creation of new employment. 

A Hmited scale survey of firms in the San Francisco, 
Bay Area designed to elicit the experiences of small 
business formation and growth, the problems 
encountered and the responses to problems. 

Analysis and case studies of California small \ 
J)u*sinesses whicfh aon-investor 'owned, which 
demonstrate novel crteans cTf management, or which have ^ 
non-traditional business goals. & 

A survey of scholarly and popular literature on 
major topics concerning or affecting the small 
business* sector o v f the economy. 

Follow-up research-on businesses operated as supported 
work programs for hard-to-employ populations was also 
commissioned-, based on the *f jSTidings of the Non-Traditional 
Small Business Task Force. - A summary of that paper is also 
included. 
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' SMALL BUSINESS AND EMPLOYMENT GROWTH IN CALIFORNIA 

% Institute of Urban and Regional Development 

University of California/ Berkeley, 

\ 

A healthly economy should meet peopled legitimate* 
aspirations to work in stable -and rewarding jobs.. 
Maintaining existing employment and creating opportunities % 
for new entrants to the labor market are therefore among the_ 
highest public priorities of public policy. Rederal, State, 
and local gavernmenls all attempt to sup'port employment 
generation in various ways. Thes,e diverse effort s range from 
macroeconomic policy at the Federal level to subsidies by 
local governments intended to attract new businesses. 

Up to quite recently, the central focus of employment 
generation policy has been the large business. Whether 
implicitly or ' explicitly , economic policy has t emphasized 
large firms, wfftch have grown in relative importance and now - 
dominmate the national economy. The work of David Birch, * 
however, challenges accepte'd' ideas in an important respect, 
namely, job generation. His analysis of a very large data 
.set compiled by Dun & Bradstreet suggests that small firms 
/are responsible for a disproportionate amount of all new 
employment that is created.. According to Birch, firms with 
twenty or fewer employees accounted for 66% of net employment 
growth between 1969 and 1976. < • 
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If Birch is correct — and he has been challenged — 
these findings are profoundly important. Policies designed ~\ x Uj 
to, support job generation take on hew forms when their 
primary target is the small firm. In macroeconomic' policy , 
the consequences of monetary , anti-inflation measures that 
work primarily through restrictions on credit and capital v 
availatyility; fall heavily on the critical element for 
long-term economic dynamics in the economy. At State and 
local levels, the questions of whether to attempt to attract 
large "businesses or to stimulate local innovation takes on 0 / ' v ^V^ 
new meaning. How to support job generation ir> small business ^\ 
is certainly not clear.' 



-1 



This study is a preliminary attempt to % find out howand r j 
where. employment is gener&ted. It uses a completely 
different data source from* that ^employed by Birch, and 
therefore is a partial test of 1iis findings.^ * 



* D-^Vid .Birch, The Job Generation Protess . Cambricjjge, 
Massachusetts: M.I.T. Program on Neighborhood and Regional 
Change, • 1979. m * / 
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The research utilized data from the Cafdfornia*-State • N 
Employment Development Department CEDD) . < These data allow us 
to track the employment record of every, firm in* the Stfctte 
that participated in the unemployment insurance "system S 
^etweeh 1975 and 1979- Thus, we can see "specifically yner t e . 
employment was created.or lo§t. The limited time> and money 
availably. for*ih£ stucty, hdwever, and problems with -the huge 
data ser^fsoii#?'$Q,OC)b 'foftnS-;in, all) makeHhiVa prel t iminary i 
"analysis. f Most of VwojR ' trtfs been done .on a sample' o*/ , ^ 
25,071 -firms over the' period 1975 though 1939 ^dyawn-rdrfdonjly^^ °; X 
from 'the complete data set.* For this reason, and because* of 
limitations in the data themselves, ' the study .findings shaul, 
b% regarded with caution 

The. data themselves do not always distinguish between new 

firms and transfers ~a_f ownership. x Nonetheless, seyfital 

important findings emerge: : * 1 ; \ 

1. , Small business plays a' major role in the State's economy 

Haif of all the State's businesses employ less than 

four employees. ( ^ 

\ - * 

NineJ>y-eight percent ofjbh'e Stater's businesses have 



less than 100 employees-. 

Over 1 one^alf ^fVto^jt^'#lo^j#nt occurs in 
businesses wr££ d^Ss.^an/lQp 'employees. 

^ \2. Small business, ?d6fMe#;'as 'too 'employees or less, 
- '^t* / s include s virtually a-yg-j&i^sinesge'si . , r . - , I 

T, \'V - ' 'Policies andOprgg^ajss>dire:€;jra|34a*ard small business 
I v Y \ Without fbr^lte^tirTtitlOTfwlU^-apply to virtually'* 

' c every, fic^^mFstate. ) • 

,v..,t u Policies and programs' for specific purposes will be 

expensive and riot ' cost-effective if they are broadly 
XC-'' . . inclusive, while their real targets comprise only a 



small fraction of small businesses. 



3. Small businesses appear to be major generators of new 
employment in the State . ~ " 



*Sa(mple data from EDD sup^tt David Birch 1 s 
/^cshtention that small businesses create much of the 
( net new employment. / 1 ' 

- \ Over" thje 1976-1979 period,/sample firms with less) 
than twenty employee$ . accented for 56% of net 
employment added. / 
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- Amorrg manufacturing firms, somewhat larger 

businesses are major .job generators. About 43% of 

net added jobs i'n the manufacturing ^sector occurred 

in firtfs of less than 100 employees " 
« « • * t 

- * Fii;ms ? entering the sample* /or the first time 

contributed more added employment than 'those in * • 

existence throughout *ihe*period. * Small firms were 
_/ * predominant employment generators ip both gfoups. 

4. Although small businesses dominate job generation, much 
of the actu&l creation o»f .3.0I3S i*s concentrated iq» ^ 
^rei^ti-vely tew firms an'0 over short time* periodsT • * * 
« * ' * _ ■* 

* In a sample cohp r t -1rf v 6r\tgring f irmV, -most of- the-- ; r- 

■* • added employmeht^was created in the first twfr years. 

Among a group of'vqry small^Czero to nine employee's)/ 
<, entering firms, mos1?*subsequent employment growth 

was concentrated in about 13,% that grew rapidly. 
Twice as many gross new jobs as net were needed to 
offset job losses as firms disappeared. 

$ 

Study of the employment dynamics in a cohort of firms of 
varying initial sizes that entered the EDO records in a given 
quarter expands our" understanding of the complexity of job 
✓generation. While small firms are revealed as. strongly 
dominating the creation of new jobs, their impact .is uneven 
in time and concentrated within the cohort of firms. -Most 
net new employment in the cohort sample was created early — 
within the first two years. Most net new ' employment was 
concentrated in the 13% of firms that grew relatively rapidly. 

^^h^te^analysis is* needed to test these preliminary » 
conclu^f^t^'Wf they' are\:orrect , the implications for 
policy 'aire^istw^bing. Small business constitutes the « 
overwhel^iH|^m|po^ity ofsjall businesses. Yet,' only a very 
small P^P0^^^^4^& small businesses appear to be strong net 

)loymJ^H^e^B^^:s, and those only for relatively short ^ 
Xodsy^^^v^T aimed at all businesses are likely to be 
ftlly^-By definition,, only a small proportion, of 
will reach the firms that actually grow. 
Cost-effective policies should target firma that are probable 
growth sources. But these are the hardest jto identify, since 
they are most similar to those that alsg have the highest 
probability of faijlure. Me asures to sustain and encourage 
the formation and/g?ow^ clearly in the f 

State's economic/and social interest. However; without some 
means pf focunSlno resourced on potentially successful firms, 
the post .may be /unacceptable. - 
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THE WORLD OF SMALL BUSINESS: 
A Summary of California Case Studies ' 

Institute of Urban and Regional Development 
University of California, Berkeley 



A research group .surveyed 28 small businesses in the Bay 
Area. .Although other surveys of small businesses have been 
done, apparently none had focused on California. The 
interview question's .were structured to gain both quaLititive 
and quantitative information on arrange of topics, including 
the business environment, entrepreneus§j£ip , finance capital, 
labor, location and physical facilities, other private sector 
costs, and the effects of public sector taxation and 
regulation. , ' / 

0 

The study looked at a small number of small fi#ms across 
economic -sectors rather than attempt a comprehensive and 
Statistically verifiable analysis. See attached table of 
firm characteristics. Th^ principal findings are as follows: 

1. The business environment of the'sampled firms was 
quite turbulent, sui)jec\ to seasonal ,J^6lical , spatial, and 
•sectoral fluctuations on substantial magnitude. Particularly 
damaging were setbacks Associated with rising costs, 
recession-related declines in sales, and market saturation at 
later stages of the product cycle. Many of the small 
businesses operated in markets dominated by large firms or 
depended on a few major suppliers or customers. These firms 
were quite vulnerable to changes in the business behavior of 
such larger firms. *#SThe strategies most often used -by the 
small firms to deal with business environment ^and competitive 
problems included branching, product or service * ' 
diversification and product differentiation. 

2. All of the entrepreneurs in the study were white 
males. Almost all of them had gained experience in the same 
product line— through families, friends, or previous jobs in 
management, sales,' engineering, or production — before 
beginning or buying into their current operation. A majority 
of the firms were closely-held corporations. The attitude of 
the entrepreneurs toward continued growth varied from 
consciously choosing to remain small to pursuing vigorous 
'expansion plans.' Innovativeness emerged mainly in product 
diversification and not' in changes in production, techniques. 

. • .-. - ■ • . / 
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3: Finance capital posed a major! problem for ' the f irms * 
Entrepreneurs witn aavance business education jtended to be 
^more aggressive about expansion and knowledgeable about 
'contemporary business practice. Overwhelmingly, those 
interviewed cited the difficulties in procuring short and" 
long-term finance as the major internal factor hampering 
expansion frustrating t.heir ability to ride out cyclical, » 
seasonal and sectored changes. Personal resources provided 
the sjdle or main source of initial capitalization .* Only 
those firms ^th special connections or saleable assets 
seemed able to' secure bank credit. Supplier credit was used 
by.one-thifcd of the businesses with varying degrees of 
satisfaction. Cash flow problems were severe for over 
two-thirds of the businesses. in the sample. Scarcity of 
longer-term finance and dependence on retained earnings lead 
small businesses to be undercapitalized on the whole. 

4 4. Neither shortages of skilled and unskilled labor , nor 
turnover rates posed major problems for the majority* or the 
firms. A surprisingly high incidence of skilled jobs and 
full-time work characterized the sample. Occupational 
segregation by race was apparent in at least half the cases, 
while segregation by sex was even higher. Wage levels were 
not generally below five dollars an hour and wl£re not 
frequently cited as a deterrent to employment expansion. 
Unions were present .in less -than, one-third of the firms. 
Only firms J.n the manufacturing sector expressed strong 
opposition'to unionization. _ * 

5. The firms had located in the Bay Area because their 
entrepreneurs live here,, although quite a few had changed 
their business location within th£ area. Market access, 
adequate spac? and access to transportation links appeared to 
be*tfie most important determinants of present locations. ' 
Over two-thirds of the firms" leased their space. No clear 
advantages emergjed to buying over leasing across ttjp ;i > 
sample — many firms /in both categories were hard-hit'^f * the • 
current level of laid and building prices. ^ *W 

6. Other factors mentioned'by certain firms as problems 
included materials, insurance, and security'. However, 
neither taxation nor regulation seemed to be particularly 
onerous for the firms in' the sample. Although a number of 
firms, complained about a single regulation, or an aspect of 'a 
particular' tax (often this <was the paperwork involved rather, 
than the money^mbunt) , it was generally found that tax and 
regulatory problems caused-.consiicferably less difficulties 
than business environment or„ capital access isslje*.'/. 
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NON-TRADITIOnAL SMALL BUSINESS IN CALIFORNIA: 
Problems and Prospects 

Urban Innovations Groupv 
School of ^Architecture and Urban Planning 
University of California, Los Angfeles 



As part of the California Urban Small Business Project, 
the Urb'an Innovations Group, undertook a six-month study of 
non-traditional small business in California. For purposes, 
of "the 'study, "non-traditional" referred to a variety of 
different ^enterprises .that have grown in number in recent 
ye~ars — consumer and producer cooperatives, collectives t 
neighborhood-based enterprises j^fetjying clubs, worker-ownea 
businesses, community development corporations , and 
non-profit workshops. Generally, an enterprise was 
considered non-traditional if it exhibited one or more of 
three characteristics: 1) direct ownership of the -firm^s 
assets by workers or consumers, 2) participation by workers 
or consumers in the management of the enterprise, and 3) an 
explicit commitment to. hiring and training people who have 
encountered discrimination and othe'r difficulties in the 
labor market — minorities,, women, youth, elderly, the 
handicapped, * ex-offenders, etc. - 

•The study had three main objective^. First, it sought to 
describe the.' status of non-traditional small business (NTSB) 
ia California, presenting some general statistical' 
information gathered from a variety of,sources. Second, by 
conducting. 1A case studies, it aimed to illustrate the major 
difficulties encountered by NTSB in such^areas as 
organization an<^ management, finance, employment and 
training. Third, on the basis of findings from the case 
studies as well, as a brief review of activities in otljer 
states, it sought to recommend pojicites for consideration in 
California to support NTSB and expand its employment 
potential. - — ' * 

, In considering the findings, one should bear in mind that 
they are not -based oh a statistically valid survey. Data are 
.presently inadequate for such a survey, .and consequently , the 
study's findings- should be viewed cautiously. 
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Major findings are as follows: 

1. It is difficult to determine how many non-traditional 
small businesses currently operate, i«n California. There are 
no centralized sources of data that distinguish ownership or 
management arrangements in such a way that worker-owned or 
worker-managed firms, can be readily identified. * From a- 
variety of source^', the, study calculated an estimate of the 
minimum number of different types of NTSBs operating in the ^ 
State. This calculation included 155 consumer. co-ops , 337 
co-op credityjnions ,' 47 collectives and worker-owned 
enterprises ,/45 buying clubs, and 56 community development 
corporations!. .Unac6ounted for is a substantial number of 
non-profit .organizations that are concerned with hiring and 
training hard-to-employ people. 

2. NTSBs operate in most of the same sectors as- 
conventional small business* including light manufacturing 
and construction. 'Generally the businesses interviewed\ 
displayed a. clear understanding of their products and how to 
market them. Most, rather than suffering from inadequate 
demand, were concerned v about how to expand { to meet demand. 
Primary factors inhibiting expansion were concerns about the, 
Effects of growth on worker-ownership and participation and 

inability to obtain long-term financing. 

3. Except for those enterprises formally organized as 
consumer cooperatives, the legal provisions for 
worker-ownership we re. _ nebulous and often very informal. 
California presently has no straightforward procedures for 
incorporating as a worker-owned corporation or producer 
cooperative! Consequently, the legal claims of worker-owners 
on the assets and profits of , their 'businesses arfe ambiguous 
and possibly in jeopardy. 

4. All of the NTSBs interviewed recounted a turbulent 
history of developing workable systems of democratic 
management.' Almost all were, poorly informed about various 
approaches and possible problems.- 

5. Among those NTSBs that had adopted conventional 
corporate structures and therefore could exhibit the 
appearance of axconventional firm, financial problems closely 

•resembled, those oil small business generally — limited access 
to short-term wording capital from institutional lenders, . u 
almost no access fb long-term debt or equity capital -other 
than from perstfnal savings and friends, and miaor though' 
annoying problems with obtaining credit from suppliers. 
Among NTSBs that depart more' formally orsppenly from 
conventional ownership arrangements, financial problems are 
more severe. For 'such firms, assistance from institutional 
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lenders Is very 'difficult to obtain. Similarly, non-profit 
'organizations experience seTious* di f f iculties in obtaining 
both short-term and long-term capital. Their ^problems are 
further compounded by the fact that future income from 
government grants and contracts is not assignable as 

, collateral ;tar loans. V 

• - 

6. • Among NTSBs that are wholly self-supporting from the 
sale of goods and services and that differ- from conventional 
firms only in terms of ownership and management arrangements, 
there is no evidence that they are employing greater numbers 
of minorities or -pther hard-to-employ people." Women, 
however, do "appea'r to figure more prominently as owners and 
managers in NTSB. Among more socially-oriented NTSBs that 
have explicit objectives for hiring and training the 
hard-to-employ, the record with minorities, the handicapped, 
e-x-of ladders, and others is much better -- indeed one might 

.'say impriessive. Most successful among, those interviewed are 
two -J^uj/ported work" programs that integrated training with 

•work experience in producing goods and services that 
generated income for the organizations. 

'■ 7. A striking feature of many NTSBs is their isolation 
from other NTSBs and frbm any agency or institution that 
" might. offer technical assistance with beginning fcnd operating 
worker-owned and worker-managed businesses. One explanation 
for this isolation is' that there are currently few sources, of 
technical assistance sensitive to the unique objectives and 
concerns of NTSB. Even the business development offices ot 
CDCs are poorly informed about alternatives and remain 
suspicious of -cooperativ&s and other arrangements for 
worker-ownership and participation. \ ' 

8. ' A few other states -- Massachusetts, Michigan, and 
..Wisconsin -- have begun efforts to sup'port .NTSB*, providing 

investment capital and technical ' assistance . However, to 
! date these are modest efforts and, in at least one instance, 
I subject to considerable political bickering. Perhaps two of 
s the most interesting models for community development and 

support for NTSB are provided by the Southshore Bank in_ 

Chicago and the Department of Cooperatives and Co-op 

Development in Saskatchewan, Canada. 
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URBAN SMALL BUSINESS DEVELOPMENT REPORT: 
A Literature Summary and Bibilography 

Graduate School of Administration 
University of California*, Riverside 

{ 'The survey covered Federal and California State goverment 
publications, private studies funded by the government, and 
periodicals. After developing appropriate key words and 
phrases, the search was conducted using various indexes both 
* manually and in conjunction with the on-campus Computer 
Literature Search Service at the University of .California, 
Riverside v 

^California State publications dealing with small businesa 
are far less extensive then Federal materials. Although 
traditional small business problems, such as taxation, « i 
over-regulation, excess paperwork are covered, there is a -J 
lack of systematic study of social and economic impacts of 
government policy on small business in specific geographic / 
areas. Such information could have a positive .impact on jo6 
creation . ^ fa 

Nature, of the California Economy } 

California's economy has been galled the v*orld' 4 s most 
advanced industrial economy and has' sometimes been ( 
characterized as "post industrial". California's economy is 
heavily service oriented with over half of its people 
employed in the service industries. 

Srrtall business in California plays, a very important part * . 
and possibly is even at. the forefront of California's 
technologically-oriented industries. This is evidenced by y 
the fact that California has a greater proportion of small 
firms in these high technology industries than the nation as 
a whole. 

The make-up of small business in California is similar to 
the United States when compared on the basis of the number of 
firms in each industry, .employee size-class, and th%. number 
of persons employed, within that size of firms. — However, when 
looking at California's three lafgest SMSA's one sees that t 
the economics of these SMSA's 'differ based on the percentage 
of employees in selected .industries from one SM§A to the 
next. Generally, San Diego and San Francisco-Oakland SMSA's 
are more service oriented while the Los Angeles-Long Beach 
SMSA tends to be more manufacturing oriented. 
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Access to Capital ♦ 

Spall businesses, like all businesses, have two outsige 
sources of capital, dejDt financing and equity financing. 
However, the availability of both of these sources has 
decreased to the pointy that small firms must rely heavily on 
retained earnings fof any capital expansion. 

« In general, the reasons' for small business' problems in 
gaining access to capital are as follows": 

1. A public policy that tilts sha-rply toward 
encouraging cpnsumpti/on and discouraging savings and 
investment . / 4 * * 

2. Savings have gravitated toward larger institutions 
that are less likely'to invest those saviags'in 
smaller and new businesses. 

3. Well-interttion^d efforts to protect investors which 
inadvertently places small businesses at a , 
disadvantage in Competing for available funds. 

j 

' 4. Attrition and concentration in the network of 

'financial institutions and firms that have served 
, our economic needs well tiy mobilizing capital. • 

w X 
' There have been numerous recommendat ins to alleviate the 
capital problems of small business. There is a general 
consensus that^a reduction or deferral of capital gains taxes 
would be an effeictdy,e way of providing -the incentives to 

attract investment in the small business sector. 

* • 

Taxation 

Generally the current taxing system impacts on the small 
business in the following ways: 

1. It discriminates in favor of big business beccause 
it does not permit small business to rtain or / 
accumulate the capital necessary for Its operating 
and' expansion needs. 

^ 2. It creates a> bias against small- business because of 
the difficulties encountered in understanding and 
complying with its complexities. 

3. It lacks incentives to-'attract private investmei^ 
f capital to the, small business sector. 
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, A. It increases the difficulties encountered 'by the 

-operator of a small business in developing some sort 
of retirement 'security . 

5. It imposes inequitable estate tax burdens on the* 
>family of a deceased small business operato^r. 

6. * It discourages small business' independence because 
it penalizes the sale of a business to independent 
operators but encourages mergers with larger 
enterprises. « ~ , 

In response to inc-r-ea-sing demands for tax relief for 
small business, Congress, in 1979, enacted a new corporate 
income tax which contains^ a. graduated tax rate on net income 
levels under $100,000. Although this is a step in the right 
direction, more reform is needed, especially regarding^ 
capital gains taxes. 

The State of California imposes a) flat 9.6% tax rate on 
"corporate net income. Hpwever, since state corporate income 
taxes are '.deductible for - purposes of computing* Federal 
tax'able income, the effective California tax rate is actually 
"regressive," in nature"! fFlnroduces a bias in favor of the 
large business . * 

Government Regulations ' as a Barrier to the Growth of Small 
Business • / * 

Government regulation is an impQrtant small business 
problem. Only inflation*and taxes are cited more often by 
small firms as their single most Important problem. 
Moreover, regulation affecting small business, is on the 
increase. In the past- ten years, the budgetary expenditures 
Tor the 56 agencies having major regulVto'ry fgnctions 
increased 500 percent--. — Q-£t-e*-the- small firms* may have to 
comply with similar regulation from more *than . one agency or 
may be sub jectS^o contradictory regulation. 

« ' Regulation has proven to be disproportionately burdensome 
to small fii;ms. -.This is partially duetto the uniformity with 
which regulations are applied to both large and small 
business, but small business has less-volume over which to 

* spread regulatory costs. 

Moreover, regulation poses three problems for small firms 
that are less, likely to confront large firms. They are: (1) 
discovering regulation, .(2) understanding regulation, and 13) 
absorbing regulatory costs on single products or small 
volume. The basic difficulty is for small business to. comply, 
with regulation aimed primarily at big business without the 
resources available* to big business. 



A number of approaches have been developed to. lessen tl}e 
•burdeq of regulation on small business with varying results. 
Much of this has been in the form o,f exemptions or two-tier 
regulation for. small* firms. Whatever the approach used there 
is still considerable work to be tione to free small business 
from excessive regulation and equalize its* burden relative to 
larger firms. ; a 

Paperwork j 

.Go vernment -.places excessive burdens on business firms 
through its increasing- % requirements for information. , 
Moreover, the burden fall-s .heaviest . on small fipnrs which have 
less, staff and -income to absorb the cost. The* rate of growth 
in paperwork has steadily increased over the years-. Muct^of 
this recent growth in paperwork is attributable t to .a lack of 
effective controls. Even wheTe controls exist , considerable 
paperwork falls outside these controls. For example, more 
than 50% of the forms completed by. the typical small firm and 
'two-thirds of the reporting hours are not controlled. 

The most significant aspect of paperwork for the small 
businessman. i> its cost. Although , government controls qn the 
growth of paperwork have not seeded to work, the Counsel of 
•Advocacy of the SB A has, after considerable research, 
s *develo£ed a number of new strategies to control paperwork's 
burden on sm^ll business. / 

Competition ' 

Over the* years, the means of production have become 
increasingly concentrated in the hands of relatively fewer 

'large firms, and as a result 'these large*companies dominate 
the market place. About 2,000 companies' are now responsible, 
for fifty percent of all private production. This affects 
small business in one of two ways; * either they become' 
absorbed through merger, or thfy' face competitive Stress to 

-deal with the larger resources and brand identification of 
large firms. The evide nce suggests • that once the small firm 

*il absorbed/ it becomes less innovative, less efficient, less 
effective and less profitable. Moreover, studies have shown 
that the resulting absentee owners sfiow less concern for the * 
health Qf the local community than fihe original small 

'business entrepreneur. • * , 

In addition, some of .the literature pdYnts out -that 
public sector competition ^threatens small business, survivar 
-as much" as any unfair" competition in the private sector. 

...^ , • * »^ 

— ^The consensus, however, is that much work needs to ba 
d^ne <to protect the competitive equality of small business. * 



103 



-98- 



Inflation 

■ Small businessmen list inflation as the number one . 
problem facing them today. Evidence indicates that the^ 
impacts of inflation are greater on the small firm than on 
.larger ones. The inflationary spiral 'pushes the costs of 
materials, supplies, and wages ever upward. Unlike large 
firms, the competitive position in which small firms fipd 
themselves does not allow these costs to be fully passed on 
to'their customers. This reduces' the small busir>ess's 
already marginal financial position. Big businesses, on the 
other-hand, are able to pass on increasing costs due to 
inflation in their prices and thus strengthen their financial 
position and. dollar market share. ■ 

The government's attempts to cure inflation have also had, 
a negative effect on smaH business by raising interest rates 
and drying up needed sources of capital. It is obvious. that 
lessening' the impact of inflation on small business requires 
attention to the market position of small business. 

Job Generation ^ 

Small business is the major, force in creating jobs in the 
U.S. Over one-half of all private sector jobs exist in firms 
with -less than 100' employees and most- new jobs are created by 
small firms. Studies at MLT have determined that about 80- 
percent of all new jobs are Created in establishments four 
years old or younger. -When an establishment is over four ^ 
years old, it does less, in the way of new job creation. 
Also, of all new jobs, 50 percent are created by independent , 
unaffiliated Entrepreneurs. • 

• Given the impact of small business on* job creation, the 
question- becomes: how do we encourage small business to _ 
create jobs? It has been argued that the most cost . effective 
means is through small business guaranteed loan programs ,„ 
such as th/>se administered through the SBA. Figures -show 
that the approximate cost per job through SBA loan programs 
is $1,300 whUe the cost per job through the CETA program is 
$8,300* X ' ' ' 

The SBA cites five reasons why stimulation of the private 
- sector by loan programs is superior to public -sector \ 
employment. - ♦ \ 

The stimulus involves loan funds which are repaid — 
not grants "which ar<* budget outlays with no direct 
payback. \ 

■ ' ■. - \ 
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2. Jobs created through the private sector are more 
permane-ot than public sector^ jobs. 

3. The impact on the budget is minimal .since only the 
repurchase reserve (15%) appears initially as an 
outlay. 

4. Small business is more labor intensive than big 
business^ 

5. SBA programs represent a direct injection m into the 
e( 

Innovation 



economic mainstream. ( 



♦ ./ Innovation is an essential ingredient for creating jobs^, 
controlling inflation, and for economic and social growth. 
Small businesses make a disporportionately large contribution 
to innovation. Over one-half of the scientific 'and 
technological -innovations that have'' taken place in this 
century have come from smalUJsusinesses. The importance of 
small, * innovative, high technology firms tannot be 
over-emphasized. Studies at MIT have revealed that high 
technology firms increased employment at a rate of 40 percent 
between 1969 and 1974, that is four times the national 
population growth. , ^ » „ 

A study by the federal govejfmttept pffice of /Management 
and Budget revealed the following %p clangs regarding small 
business and innovation: * 

1. Firms with less than H000 employees accounted for 

* almost one-half of thtfFmajor U.S. innovations during 
1953-1972. A' 

t r 

2. The ratio of innovations to sales, is about one-third 
„ v greater in finite with less than 1,000 'employees than' 

those with over 1,000 employees. 

1 3. ' Firms of less than 1 , 000 ^employees Jiave a ratio of 
innovations to R&D employment which is approximately 
four times greater than firms with over 1,000 
employees. 

The cost per R&D scientist and engine'er is almost 
twice as 'great in firms of over 1,000 employees 
versus those with less than 1,006 employfeesJ • 

S 

Managerial Effectiveness I 

"whenever the problems of small business are discussed, . 
one point that is frequently heard is that small firms suffer- 
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from managerial deficiencies/ This belief, that managerial 
deficiencies exist in small business, is preval 4 en't in the 
Federal government as evidenced by the Small Business 
Administrations managerial assistance programs. 

However, there are some facts that indicate' that the 
majority of* small firms may actually be better managed than 
large firms.' Tax return data for all corporations show that 
earnings on assets, including executive compensation, 
decrease at logarithmic rate with ^increasing size in every 
industry and lize class. This may be attributable to higher 
managerial effectiveness and lower organizational costs among 
^smaller firms. 

In surveys 1 of small ^business problems, it^is found that 
small businessmen rarely cite a need for managerial 
assistance. Rather, they cite other. problems facing them,, 
such as unfair competition, taxation, government-regulation's 
and paperwork, and lack of acces-s to capital.- * 

Urban S mall* Business Development 

: " > 

. Jhe need for business development iri urban areas is 
becoming mare apparent if the decay, of .oUr u,r6an areas is to 
be reversed. In 'response to this need,. the Federal 
government has implemented the nation's first "Urban 
Policy 11 . This policy puts a special emphasis on economic^ 
.development in central cities through the joint efforts of 
numerous federal agencies in cooperation with pxivat^ sector. 

An example of a program that ha? resulted frof^ trie -new 
urban policy is 'the' development project being undertaken in 
the -City of Long Beach, California. This program is intended 
to transform downtown Long Beach through the influx of nearly 
$700 million in investment ftfnds by 1985.. 

In the past; government development policies were 
instituted on a very broad basis at a maprWlevel. The new 

""urban policy represents a step in the direction of ^ 

implementing a mpre regional and specif ic'*industry 
development. - ^ * \^ 

s In the future, attempts to stimulate economic; development 
and create jobs need to b% focused^on ^those industries that^ 
have the greatest potential for growth in area's, of high 
unemployment. Government efforts should be directed at 
enlisting the resources to the private sector.,, especially 
small business because small business has the greatest 
capacity for job creati'on. ' 
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BENEFITS AND COSTS OF EXTENDED SUPPORTED WORK* 

'Supported work 'projects are businesses which produce } ' 
goods or services for the public while providing either a 
transitional of long-term work experience geared to hard-dore 
'unemployed persons. A portion of the expenses of supported 
' • work businesses is publically subsidized. The results of a/ 
' national experiment at 15 sites involving, over 10,000 persons 
indicate thai: supported - work businesses are a cost-effective 
tool to integrate certain groups of hard core unemployed, 
persons into the 'private labor force. ' ' f 

The experiment used four' target papulations : Ml ) female 
v long-term recipients of Aid to Families with Dependent . 
Children ( 11 AFDC 11 ) ; *2) recently released ex-offenders; (3> 
former drug addicts; and (4) y.oung Jiigh ' school 'dTop outs, 
half of whom have""c*iminal 'records. The experiment included 
both a target group and a control group. The 0 costs used 
the analysis were loe-al suRported-work program costs, cen 
administrative, costs, foregone earnings, and child care 
costs. -The benefits were the value of program output; 
increased post-program earnings ;. reduced welfare, education, 

•employment program and drug •treatment program costs; and 

' reduced criminal activities. \ 

> ' For 'the AFDC and former drug addict target 'groups clearly 
positive cost benefit ratios emerged. For e*x-pffender groups 
costs appeared to roughly match, measured benefits and , for trre 
y^outh groups costs exceeded benefits, llrgely because^ of 
+ increased criminal activity of participants. 

By producing- and' selling goods and- services, supported 
work businesses may compete with non-subsidized businesses. 
The potential for subsidized firms to displace existing, 
unsubsidized firms and workers Is 'small in. light of the 
potential, size of the supported worker, population. Such , 
displacement can be fuf ther - minimized by careful analysis ot# 
appropriate business sectors and labor force " * 

'- characteristics. Supported work businesses appear to be more 
. * equitable and less likely to cause displacement ,than^eitner 
-direct- or indirect, i.e., tax credit, wa^e subsidies for 
hiring hard core unemployed persons. Displacement!! should not 
be a deterrent, if it s is . considered in planning operating 
projects. * - • 

^ * ^-Prepared by students at the Graduate School of -Public 
Policy, University of California, Berkeley.. 
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. • • ' 107 



.J 



APPENOIX \\ 

* 

LIST -OF TASK FORCE . RECQMMBNQAT IONS 



103 



-1 02- 



RECOMMENDATIONS OF ' 
CAPITAL ACCESS TASK FORCE a 

1: Authorize and entourage the public pension funds in the 
State to invest/indirectly 'in smaller businesses through 
small business investment pools, mortgage pools, long 
term leasing -of/real estate and other deb/£ and equity 
'participation intermediaries. / 
I ' ' 

2. Establish an umbrella agency (a) to coordinate the 
development fi/nance undertakings of the State, including 
oversight and /certification of local industrial revenue 
bonds, (b) to- establish operational objectives for 
business finance programs and (c) to review and report ^ 
on progress-in achieving improved access to capital for 
small businesses. 

3. Conform significant aspects of California's corporate 
net income tax with federal income^ taxation, including 
provision for investment tax credits, Subchapter S 
corporationsrand net operating loss carry forwards. 

4. Create a user-financed, self-supporting industrial and 
dommercial mortgage insurance agency .available only to 

small businesses. \ 

<, " 

5. The Superintendent of*Banks should actively, seek to 
expand the number of independently f?wned arfd operated 

* commercial banks in California based in part on 
consideration of trie needs and convenience of small 
businesses for local sources of credit.- 
* ♦ 

6. Require all banks in the State to disclose and to p'ost 
»' annually the'numbers and- total dollar volume of 

" ? commercial loans to, or for small businesses on 'a 
•-■ branch-by-branch basis. 

7. The Superintendent of Banking should administratively 
determine that no bank loari to a small business should - 
be "classified" by examiners and charged against the 
bank's reserves if the loan is adequately collateralized 
and not in default, and. should e/icourage federal banking 
officials -to follow suit. 
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8. The Superintendent of Banking should officially 
encourage State banks' to create, on a pilot, voluntary 
basis, portfolios o'f higherT^k-higher return loans to 
small- business borrowers. ~~ 

9. Permit and encourage public retirement furfds to purchase . 
the guaranteed portion of loans to California businesses 

% which are guaranteed by 'the Small Business 

Administration . * 

f 9, . Support efforts by the State's public* education 

institutions to link entrepreneurial training programs 
' with lending preferences. by private lending institutions 
' for program* graduates. 

10. Institute smaJLl business "lending and investment 

' • internships to train, season and place^small business 
4 financial officers in urban lending institutions -in 
order to provide 'special attention to the needs of 
minority- and women-owned small businesses. 

11. Encourage the creation of employee stock ownership plafts 
for the purposes of business continuation or expansion, 
and investigate and evaluate the establishment of a' 

' -s^lf-suporting finance** agency to facilitate funding of 
employee stock ownership trusts. 

12. > Amend California Securities Law Sections 25102 E, F and_ 

H to facilitate private offerings of common stock to 'a 
limited number of individuals without* registration and 
to permit sales, of such stock in exchange for a wider 
array of assets. 
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RECOMMENDATIONS OF 
TAXATION, REGULATION AND ASSISTANCE TASK FORCE 



Taxation of Small Businesses 

1. The State should adopt a progressive State corporate net 
income tax to eliminate the current bias in favor of 
large businesses which results from a .higher effective 
State tax rate on small . businesses after computing 
Federal taxable income. 

2. The State- should amend the Bank and Corporation Tax Law 
to permit a deduction in succeeding years for corporate 
net operating losses up to a maximum of $50,000 per year 
for seven years in order to remove the disincentive 
effects of the current tax law which inhibits investment 
jrfi new small businesses which are likely to incur losses 

•following their start-ups* 

» 

r 

3. . The State should institute a deferral of capital gains 

taxation on gains which are realized and which ara * 
reinvested within six months in qualifying small 
businesses. - • 9 

A. Small businesses, as. measured by their total assets, 
should be permitted to deduct from .their California 
taxable income the cdsts cff investment in plant, 
machinery and equipment immediately, rather than 
.depreciating them over -the estimated life of the 
investment, ig ^rder to aid such companies to 
self-finance tfceir expansion ; 

f * m 

5. The State sh6uld amend the Banking and Corporation Tax 
Lay to create an analogue to #the Federal Subchapter S 
election ♦fotf -small . business investors. 

State Regulation and Assistance 

6. ' The Governor should designate a Small Businass Advocate 

within the administrative branch of the State* government „ 
having the expertise to represent small* business, t through 
oral and written 1 representations, to agencies Un - 
formulating* and administering regulations in v/ays^which 
would take into account legitimate needs of small 
, .businesses . . 
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7. The^S^ate snoula institute a small business research ana 
information service* affiliated with one or more public 
higher education institutions, to assemble,* update and 
disseminate data on Federal, State and local procurement 
opportunities for California small businesses; provide 
analysis and localized information with regard to export 

4 , opportunities in foreign markets, especially in Mexico; 

and act as a clearinghouse and library" for small business 
information to be disseminated by the Office of Business 
and Economic. Development and its affiliates. 

8. The State should appropriate funds sufficient to match 
Federal Small Business Administration funds* allocated to 
6^1ifornia for the purpose of creating small business 
development centers 'attached to State . University Campuses 
and administered in conjunction with the. Office of Small 
Business Development . 

9. Tbe State shoula institute a small business purchasing 
program, applying to all purchasing agencies, whereby % 
purchases of certain goods and serviceSjL as/determined by 
the Secretary of the State and Consumer Services Agency, 
shall be made only from small businesses, 

10. Because small businesses are more affected 'than large , 
businesses by delays in payments for goods and services, 

. the State should speed payment to suppliers, especially 
small businesses, and, to encourage this result, all 
State agencies should be required to pay interest at the 
prime rate cm all a'ccounts which remain unpaid 45 days 
from the date of invoice, payable fr^i the budget of the 
accounting entity whi,ch placed the order. 

11. In' order to eliminate one aspect of bias against small 
business in State procurement, the State should eliminate 
the reference vendor procedure from its procurement 
operations for all products and services. 

~* * * 

1-2. The State should re-examine the need for performance 
bonds with regard to all procurement, including both 
products and construction, for which the contract price* 
is $50,000 artless, and eliminate bonding requirements 1 
where such bonds are 'not absolutely essential foj the 
protection of the fiscal integrity of the State. 

13. The- Of fic^of Administrative Law should be directed to 
'(a) evaluate both proposed and existing regulations ana 
administrative procedures to determine the costs imposed 
% on small businesses and their deterrent effects on the 
creation* of 'new businesses and (b) recommend ways to 
minimize such costs and deterrent effects. 
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The State shoula seek "to expand the availaoility ana 
utilization- of binding non-juaicial remedies for 
commercial dispute^. 
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RECOMMENDATIONS OF 
EDUCATION, TRAINING AND TECHNICAL ASSISTAN CE TASK FORCE 



Post Secondary Entrepreneur ship Education 

A. All post secondary educational institutions 
(including community colleges and adult education 
centers) which conduct vocational education programs 
should offer courses to teach entrepreneurship skills and 
link entrepreneurial education to vocational programs 
when appropriate. 

B. Post Secondary education institutions should provide 
vocational education students with, the opportunity to 
observe and to practice entrepreneurial skills through 
structured contact with self-employed people In the 
community. * 

C. Post secondary education* institutions should include 
small busines-s owners as a mandatory element of their 
advisory council structure tp aid in creating vocatinal 
"e~ducatiof*-#?egrams . 

D; "-For fields of study which have high rates^of 
self-employment, post secondary educational institutions 
should provide small business management skills^ training 
which reflects the specific needs of the particular 
industry. # , 

E. " Small business/entrepreneurial education foj students 
at post secondary edgcation institutions should be 
articulated with programs providing specific technical ; 
assistance to students seeking to go into business and 
with structured consultation' with participating Totjfl 
lending institutions. 

F. . Entrepreneurial and business skills programs should 
be extended as elective elements into apprenticeship 
training and "prof essional sphool curricula (e.g., 
engineering,, medicine, etc*). 

Secondary Education — Orientation to Small Business 

A. The jState Department of Education should encourage 
and assist local districts to provide their secondary 
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school atudents with a basic orientation to ownership, 
operation and management of small businesses in the 
classroom as part of the standara curriculum, ana to 
reinforce that orientation through ^vocational* and career 
counseling. 0 " ^ 

B. The State's Department of Education should assist 
school districts which operate work experience programs 
tfl increase the number of students placed in small 
entrepreneurial businesses. 

C. Students in vocational education who have / 
entrepreneurial expectations should be of fered^cpanded 
opportunity to participate in school-sponsoreiT business 
projects which actively operate a business, especially 
projects conducted jointly with community coleges, 
community-based organizations or Junior Achievement. 



3. Small Business Educational Support 



A. ' The State should undertake to determine, through a 
cooperative interdepartmental study, the extent to which 
entrepreneurial and small business research and technical 
resources are currently available at public educational 
institutions . 

B. Existing entrepr eneurship and small business- research 
atfti development ' activities should be coordinated in order 
to provide curricula design, coutse content and small 
business information on a statewide basis to secondary 
schools, community colleges; continuing education , 
programs and the State universities. 

C. Research and development of technical resources for 
entrepreneurial and small business issuesyshould t?e J\ 
undertaken in conjunction with operation Af^small ^ \ 
business development centers which would provide in the 
field training -and technical assistance services to small 
businesses. . 



4. Small Business Development Services 

A. The State, in cooperation with the higher education ^ 
systems, should marshall and coordinate federal and State 
research, training and technical assistance funds to 
establish local offices and regional centers to provide 
ongoing information dissemination and consultation 'to ■ 
small businesses; such facilities should be based on the 
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successful demonstration project conducted at the 
California State University of Chico.* 

B. The State should coordinate the operation of at least 
five 'regional small' business development centers by local 
agents in economically and geographically diverse areas 
oT the State, 

C. Each regional 'small business development center 
should include a council composed of representations of 
small, business owners, local governments, community-tfased 
organizations, community colleges or State universities 
as appropriate, to encourage accountability, 

Accessibility and flexibility of the services provided by 
or through the regional centers. 



5. Linking Manpower and Training Programs with Small 
s Businesses 1 C 

A . By means of plaan^rvg assistance, one-shot 
coordination grants and eligibility for State tax cxedits 
the State should aqtively promote linkages between local 
employment training programs and local 

reindustrialization efforts for the purpose of providing 
individuals who are specifically screened, trained and 
tested for jobs in specific smaller businesses 
(custom-trained labor force) as. en incehtive to business 
expansion. 

B. The State, through the Employment Development 
Dedswfctment, should subsidize eosts of on-the-job training 
of distressed area residents which cannot be reimbursed 
to smaU businesses by CETA (High Support OJT). r 

C. The State should authorize an& direct ^an 

* interdepartmental project to provide periodic survey data 
on 'local' labor supplies, migration patterns, skills 
assessment, and labor 'force training needs in categories 
reflecting small business needs. 

D. ThB State, possibly through an amended Worksite 
Education and Training Act, -should support local 
capability to directly contact 'smaller employers and* 

' provide technical assistance to employers regarding work 
force utilization as a way to encourage participation in 
employment and training efforts. 

* The Task force emphasized that regular, Rje-emergkncy 
contacts between >extension agents and small business owners 
fosters small" business stability and growth, and that a 
recognizable,, standardized", statewide nomenclature for all 
extension bffices is essential: 
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E. CETA reimbursement .to ' small employers must be made 
more quickly to encourage small business participation, 

F. Federal and State- contracting and procurement shoui^ 
h& coordinated with Federal on-the-job training programs 
to permit small businesses to participate in OJT without 
disallowance of necessary training-related costs. 

G. The State should determine by research., the extent to 
which customized labor force training for expanding 
businesses is self-supporting in terms of increased tax 
revenues from both business _and personal taxes and 
savings from lower transfex^ payment costs (i.e. , t 
unemployment insurance, welfare). 
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ftECQMMENOATIONS OF 
COMMERCIAL ANO ? INOUSTRIAL REVITALIZATION TASK FORCE ^ 

f 

The Basis of Economic Revitalization * 

1. The primary strategy of the 9 State with regard to 
revitalizing economically declining commercial # and 
industrial areas should be y to encourage local i<jest^ 

^address quality of life issues comprehensively .as the 
necessary precondition fcfr the success oft efforts to 
- induce investment^ in new and Expanding small business 
ventures in' those areas. ' 

Gove rnmental Coordination The State's Role 

2. the primary function .qf'the- State • s revitalization 
activities should be' to assist locally operated programs 
to integrate effectively and to use most efficiently the 
private sector and Federal sources wllich are available.- . 

3. Although responsibilities of^xisting Sta* offices may, 
in the aggr-egate, be consistent with revitalization 

■ strategy,' the State should- designate, authorize and fund 
a single office -to coordinate the implementation of State 
revitalization policy, involving informational ,.. capital . 
and human resource programs, because* 'lack of such a 
' specifically authorized and' funded coordinative function 
will result in a fragmented ahjd -ineffectual program.* 

/ 

A. The 'State' should use coordinating grants and technical 
assistance to encourage local governments to integrate 
portion of their manpower/human resource training 
v programs into economic development' efforts which are 
directed at, the specific needs of individual firms. 

5. The State should enact a program- to designate certain 
• small neighborhood ■commercia*]. are^s-or urban industrial 
areas, which meet both local and State economic criteria, 
as "enterprise zones" for the purpose of providing a 
targeting mechanism for State financial incentives and 
technical assistance programs. >■ 1 , < 

6 The California Office of Local'Economic Development 

("O'LEO") should be, provided with sufficient additional 
' funds 'to provide comprehensive tephnieal assistance 
services including grantsmaqship, loam packaging, 

lis 



long range planning and analysis, development of 
cooperative investment and lending relationships and 
other aupport services, to cities with designated 
enterprise zones a^d to businesses located within the * 
zones in order to create^ working revitalizatioh program 

7. Because of the fundamental importance' of active 
participation of associations representing merchants or 
industrial 'firms in distressed areas in the 
revitalization process, State assistance should be 
provided to localities to organize and assist such < 
associatioos to become partners in local revitalization 
projects. % } 

Reinvestment ^ 

8. ' Designation of an enterprise zone shouJjd entitle local 

governments, businesses, and business investors to t*he 
following financial andr service programs in addition to 
those provided by OLED : 

(a) The State- ! s portion of the sales tax should be 
rebated to businesses .located in ^enterprise zones 

t fp r ; a specified term of years; 

(b) A tax credit on personal income should be available 
to.persons investing in businesses located in 
enterprise zones. 

$ * t ' 

(c) ,, First preference to loan^ guarantees from the State's 

loan loss reserve fund sftould be given to enterprise 
zone businesses. 

9. The? State should explore the/potential for joint or 
coordinated activities with* the Neighborhood Reinvestment 
Corporation in order to involve private, sector financial 

'institutions in planning and implementing commercial 
revitalization. ) 

10. To the extent permitted by Federal law, the 'State should- 
require disclosure of lending information in excess Qf I 
that required by the Federal Community Reinvestment Acy 
to help to ensure that adequate, responsibility is taken 
by the State's financial institutions for commercial and 
industrial revitalization. 



\ 
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RECOMMENOATIQNS OF 



NON-TRADITI ONAL SMALL BUSINESS TASK FORCE 

— ' ^~ <^ 

V * • >»* c 

The Legislature should initiate a comprehensive study of 
the effects of State corporation and securities laws on 
cooperative and worker-owned businesses and thereafter 
should amend "tKe 1 Corporations Code in accordance with the 
conclusions of the study to facilitate easier 
incorporation and operation of such businesses. 

/The Office of S,mall Business Development should employ a 
specialist- in the area of employee ownership ana* 
cooperative workplaces to provide information services to 
businesses and employee groups regarding organizational 
alternatives and, the role of State corporation and 
securities laws. 

Because private small businesses which are organized for 
the purpose of, revitalizing urban neighborhoods or 
employing hard-to-employ local residents, as well as for 
producing goods and services, have proved to be effective 
mechanisms to achieve , public economic goals, the State's ■ 
development planning and programs should (ah expand the 
role assigned to such businessess iti policy . 
implementation-, (b) support' the activities of such ^> 
businesses through pub-lic procurement and capital 
expenditures, and (c) raise. the priority given to such 
businesses in obtaining publicly funded developmental 
assistance. 

* 

Because publicly-funded private financing institutions, 
including banks, savings and loans and insurance 
companies, as well as widely-used public sources of 
financing, including the Small Business Administration- do 
not adequately service the needs of non-traditional small 
businesses such as cooperative corporations, non-profit ^ 
corporations,, worker-owned businesses and. businesses with 
substantial citizen participation, the State should 
. authorize creation of a mixed public/private .financial 
" institution and give it powers to make and guarantee 
loans to non-traditional small business, provide equity 
capital to certain classes of non-traditional small 
businesses-afY6 v -p-ro^de-#inanGi-al--technical assist ance_ in- 
leveraging private capital to support the development of 
non-traditional"small businesses. 
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5. State policies 'prdnu?ting employment for hard-to-employ 
populations such as\ AFDC recipients ana ex-offenders, 
should concentrate. On- developing supported work 1 
enterprises in which participants deceive skill training 
and- are also employed in production of goods- and services 
that prpduce income for t|ie enterprises. 

6. The State should authorize and institutionalize secure 
and ongoing reimbursement, not exceeding 50% of the/ 
minimum wage, of the wage costs *of supported work small 
business enterprises which provide employment to 
individuals who hav£ chronic difficulty in securing 
private, unsubsidized employment, ^ 

7. The State, in collaboration with the' Federal government, 
Should develop an^experimental "investment transfer" 

y ' program in which welfare costs and ether transfer 

payments saved as a result of/ subsidized employment ar^ 
used* to underwrite on-going wage reimbursement programs 
fpr hard-to-employ populations in privte supported work 
e'ruberpr^ises . 1 * 

8. The State should jseek* to retain existing jobs in small 
businesses through technical Assistance to employee 
groups attempting to purchase the firms for' which they 
work. 

j . / 

9. A goal of State polic^ should be* establlshment\p r 
-expansion of freestanding institutions wJiich will provide 
capacity building services an0 technical support to new 

S A economic activity, including, but not limited to 

employee-owned sipall businesses , cooperatives , individual 
entrepreneurs and groups involved in l6cal public/private 
' business partnerships . 

10. The, State, should establish a permanent interagency 
program which, in cooperation with local governments and 
community organizations would be directed to define and 
publicize to communities throughout the State . 
opportunities to undertake social fentrepreneurship 
initiatives such as local self-help businesses and 

- non-tradition'al enterprise development. 
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* TASK FORCE MEMBERS 



1. . Accgss to Capital 

MICHAEL A.- KAOENACY," Task Force Chairman. Senior Partner, 
Kadenacy, Menke & Albino, Attorneys, Los Angeles. 
Also Vice-Chair, Advisory Board to the Senate Select 
Committee on Sm^ll Business Enterprises; General 
Counsel for the Latin r American Civic Association and 
Judge Pro Tern; Small Claims Court. 

RON CARRIGAN, Director, South Central Economic Research 4 
Development Associates, Los Angeles, an> organization 
providing business and loan packaging assistance, 
industrial and commercial development coordination and 
revitalization activities. ' « T 

DEREK C. DUNLDP, Senior Vice President, 1st State Bank of 
Encino. Also, Director of Encino Chamber of Commerce; 
Chairman, Southern California Finance Committee, 
Advisory Board to # Senate Select Committee on Small . 
Business. 

DAVID DURHAM, Durham and Associates, San Francisco, 
financial consultants to small businesses. 

DEREK HANSEN, President, Hansen 4 Associates, Inc., San » 
Francisco, providing consulting services to government- 
agencies on financing programs for energy , "small 
business and economic development. 

JOHN HARRINGTON, Political Coordinator, SEIU, Oakland. 

Also President, California Alternative Investment Task 
Force and Chairman, Governor's Public Investments Task 
.Force. Former Member of Sacramento City Employees 
Investment Board and State Senate Se.lect Committee on 
Investments. ' " «„ 

HAP KLOPP, President, The North Face, Inc., Berkeley. ' 
Also Chairman, DAD Division of American AppareJ 
Manufacturers Association and Guest J^ecturer, Stanford 
University Graduate School of Business^ 

* « 

LAWRENCE LITVAK, Community Economics, Inc., Oakland; 

a non-prbfit consulting firm. Consultant tb state and 
local governments on issues of financing economic 
development. Author of Innovations in Development 
Finance. Currently working on several efforts to 
. channel more pension fund money into local ' 
development-enhancing investments. 
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DON MARVIN, District Director, Small Business 

Administration, San Francisco. Also participates in 
various business seminars and heads California Small 
Business AdvisoTy Council. 

DEAN J. MISCZYNSKI, Director of Policy and Planning 

Governor's Office of Planning and Research, State of 
California. Responsible for research 'and pplicy and 
proposal development , especially for urban, fiscal and 
development issues . ^ 

CLARENCE J. PENDLETON, -JR-r- r - President , San Diego 
Urban League, Inc. 

THOMAS QUEEN, President, Cal Regional Small Business 

Development Corporation, San Francisco, a firm which 
guarantees loans for small businesses, minority apd 
disadvantaged . 

ANN SANTIAGO, Executive Vice President, Builders Mutual 
Surety, Los Angeles, an insurance company primarily . 
involved in bonding' small and minority contractors. 

MICHAEL B. TEITZ, Professor of City and Regional Planning, 
University of California, Berkeley. Research project 
- J* director. **' 

/ 

JOHN TILLAPAUGH, Associate, Kidder, PeabQdy 4 Co., San 

Francisco, financial advisors. Currently involved in< 
the Small Business Administration's -guarantor program 
for" pollutiorjj control projects. 

LEONARD WEIL, President, Manufacturers Bank, Los Angeles. 



Resource people: 

JOHN CRETTOL, Employment De veloproent Planner, Employment 
Development Department, State) of California. 
Assistant for planning and coordination of urban and 
rural job development* staff to EDD Economic 
Development Task Force; responsible for coordinating 
EDD job^creation policy arid procedures for development 

JAY JONES, Boalt Hall School of Law, University of- 
' California, 'Berkeley. 
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GOROON BIZAR, Task Force Chairman. President, National 
. Independent Business Alliance, Santa Monica. Also, 
owner of a metal fabricated parts manuf acturing^ 
company and ^president of a publicly held financial 
service organization. 

MARK AOAMS, Governor's Office of Planning and Research, 
State of California. 

GEORGE BEAUBIEN, Executive Oirector, Mayor's Office of 

Small Business" Assistance, Los Angeles. Assists small 
and minority businesses with City procurement and 
provides information regarding City contracts and 
contract awards. Also, Procurement Project Oirector 
for Small and Minority Businesses for 1984 Olympics 
and MBOA Executive Commissioner. 

JULIAN CAMACHO, Assistant Secretary, State and Consumer 
Services Agency, State of California. 

ARTHUR R. OANSBY, President, Bi-Plex Corporation, Los 

Angeles. Also, President, .Black Business Association; 
member of the Private Industry Xduncil , Los Angeles 
and' the Black/ Jewish Economic Coalition of Los, Angeles. 

ALLAN OESIN, Oirector of Research and Statistics, 
Franchise Tax Board, State of California. 

STAHRL EOMUNOS, Oean, Graduate School of Administration 
University of California, Riverside. Research 
interests include small business and regional economic 
development. , 

JOSEPH FLORES, President, Sacramento Community Development 
Corporation, Inc. Also, Executive Oirector, 
California Mexican American Chamber of Commerce and 
President, Sacramento Chamber of Commerce. 

STAFFORO W. KEEGIN, Attorney, National Economic Development 
and Law Center, Berkeley. 

H- JACK KOUJAKIAN, marketing consultant specializing in 
1 • ' services to small businesses, San FranciscoV 

BARBARA A. NIXON, State Coordinator, Century Freeway 
Project, Oepartment of Business and Transportation, 
State' of 'California; 
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2. Taxation, Regulation and Assistance 
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Resource People: ^ 

JIM CURTIS, Chief, Urban Development Unit, State CETA 
Office, Employment Development Department , State of 
California. 

JIM EXUM, 'Director, Small Business Office, Sta.te of 
California. . 

AMY k. GLASMEIER^ Institute of Urban and Regional 
Development , -'University of California, Berkeley. 
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3. Education, Training and Technical Assistance 

ALICIA MADRID, T3sk Force Chairwoman. Executive Director, 
California Federation for Technology and Resources, 
Sacramento, which provides* technical assistance in 
economic development, planning and marketing studies, 
loan packaging and management and organization 
development assistance to small businesses. 

HELEN .M. BALLOU, 'Director of Continuing Education, Napa 
College. Program responsibility for community 
education throughout district. % 

H.T. BLANCHETTE, "^eecutive Director, Sacramento Business 
Development. ■ Management consultant to small 
businesses. Affiliate of the Minority Business 
Development Agency and the U.S. Department of Commerce 

FRANK W. CASTILE, Retired, former Director, Manpower 
Programs, Los Angeles Unified School District. 

~/ 

PATRICIA A. COLEMAN, Chief of Program Development, 

Private Industry Council of Sacramento, Inc. Member 
of Industry 'Education Council of Sacramento and 
Sacramento Area Commerce and Trade Organization. 

MARY CORNELL, Founder .and President , -Cornell Company,, 
Sunnyvale, printing company. 

. JAMES H. CRANDALL, Coordinator, State Department "of 
Vocational Education, State of California.. 

..RICHARD DAVIS, DirectoT, Center for Business 'and 

Economic Research, California State University at 
Chico,, which conducts -business feasibility studies,- 
economic impact studies, market research and opinion 
surveys. 
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RICHARO GOEBEL, Oirector of Business Services, Center for 
Community Services, Santa Rosa. CCE is -an Economic 
Development project providing managerial and technic-al 
assistance to small business wi£h primary emphasis in 
financing. • ... 

RAYMOND" R. HOLLANO, Assistant Oirector, Mayor's 

' Office of Employment and Training, San ' Francisco . 
Also, legal counsel and chief of program _ planning and 
evaluation of CETA programs in San Francisco. 

MAURICE S. KANE, Century Freeway Coordinator Employment 
• Development Oepartment, State df California, # 
coordinating employment and training activities 
dealing with small businesses. 

JEFF MATHIEU, Community Development Analyst, City Of Long 
Beach. 

LINOA MCKLNNEY, Acting Oirector, Governor's Office for 
Citizen Initiative and Voluntary Action,; State of 
California. Involved with various State level ■ 
non-profit corporations and voluntary sector 
organizations. 

JIM NICHOLSON, Special Consultant, Employment Development 
Oepartment and State Oepartment of Education, State ot 
California. Consultant liaisori between E00 and SOE to 
improve coordination and cooperation between the 
departments with special emphasis on influencing 
vocational education to be responsive to the job 
market. ° . 

BARBARA SULLIVAN, Assistant to the Chancellor, California 
Community Colleges, State of California. Vice 
President, Education Oivision, United Federation of 
Small Business. ■ 

JOHN G. TAYLOR, President, Tayko Industries, Sacramento, 
manufacturer of rebuilt diesel equipment. 

Resouc e People : ... 

JIM CURTIS, Chief, Urban Development Unit, State CETA . 
Office, Employment Development Oepartment ,, Stateof 
California. u 

PHILIP SHAPIRA, Institute of ..Urban and Regional 

Development-, University of California, Berkeley. 
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4. Commercial and Inaustrial Re vitalization 

RICHARO BEYER,' Task Force Chairman, Executive* Vice 

President, Pittsburg Economic and Housing development 
Corporation. 

WALTER COHEN, Economic Development Coordinator, 

Emeryville Redevelopment Agency. Responsible for 
economic development activities in redevelopment 
project areas. Executive (Director, Emeryville 
Economic Development Fund; member^of CALED and CUEO. 

EARL C.OOPER II,'Oeputy Executive (Director, Los Angeles 
/ Economic Development Corporation, engaged -in economic 

development in the City of Los Angeles for small and 

minority f*jrms . 

A. EOWARO £VAN-S, (Director of Economic Development, City 
of La Habra. Executive Oirector, La Habra Local 
Development Co., Inc.; Economic Development 
/Administrate^ LOC Consortium ,of Orange County Cities 

WILLIAM 0. EVERS, President, San Francisco Economic 
' ! Development Council. Attorney at law. 

CHANNING 0. JOHNSON, President, Economic Resources 
Cqrporation, Lynwood. ^ ^ '* 

R.O. LOTTIE, JR. , 'President , Pacific Coast Regional 
Urban 'Small Business Development Corporation, Los 
Angeles, a non-profit corporation funded by the State 
of California to assist small businesses in' becoming 
successful members of the California business 
community . 



VALERIE POPE LUOI^&M, President, San Bernardino * . 

Wi^stside Community Development Corporation engaged in 
industrial park and residential/commercial planned, 
unit developments, operation 1 of a vocational school 
and CETA t Manpower Programs, and solar . 
energy/aiternative energy development projects. • 

WILFREO L. MARSHALL, Economic Oevelopmerrt Representative,. 
Economic Development Administration, specializing in 
commercial revitalization, industrial expansion and 

economic development, 

\ %t 
WES MCOANIEL, Executive Oirector, San Bernardino 

„ Associated Governments, coordinating planning and 
financial programming for county and cities in areas 
of population, employment, highways, transit, 
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airports, ana air quality. Formerly City Manager, Cyty, 
Planning (Director and Redevelopment Agency Board Memoer. 

Resource People: 

ROBERT MARR, Office of Planning and Policy development , § 
/ Employment Development Department, State of California. 

KAY REYNOLOS, Oeputy Oirector, ■ Of f ice of Local Economic 
Development, State of California. 

OOUGLAS SWENSSON, Institute of Urban and_ Regional 
Development, University of California, Berkeley. 



5 . Non-Traditional Small Business 

ROY ESCARCEGA, Task Force Chairman. Senior Vice President 
Urban Development (Division, The East Los Angeles 
Community Union (TELACU), administering community . . 
development corporations 1 human service programs. \ 

PETER ABRAHAMS, past Executive Oirector, National Training 
.Institute for Community'' Economic Development, Palo 
Alto, an organization funded to provide training to 
Title Vll-funded community development corporations 
throughout the United States. 

OENISE E. BROWN,' Oirector, Community Economic v 

Development Projects, Office of Economic Opportunity, 
' State of California. Member, Sacramento Chamber 
Economic Development Council, Association of 
Independent Consultants, Bay Area Association of 
Executive Women. 

HAL BROWN, Senior Analyst, Governor's Office of Planning 
and Research, State of California. 

MICHAEL CLOSSON, Co-Oirector, New Ways to Work, „ 

• Palo Alto. Founder of the Work Creation Project of _ 
New Ways to' Work which provides start-up assistance to 
people initiating small businesses and community 
service organizations-^ with special emphasis on 
v -->^' non-traditional enterprises.. 

AL 0ILU0IVIC0, Consultant, META-WORK, Santa Cruz, an 

organization providing pre-loan technical assistance 

to inner city cooperatives in Watts, Tenderloin 

Oistrict, West Oakland,' and East Palo Alto. Presently 
under Contract with State Department of Consumer 
Affairs*specializing in co-op development. 
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KAREN HIXSON, President, Karen H^xson and Associates, Los 
Angeles, a consulting firm specializing in small and 
disadvantaged business development, urban business and 
economic 'development and Research. 

GARY^HOACHLANOER, Le^tuter; University of California, 
Los Angeles;' Research (Director, University of 
California, Berkeley, teaching public finance, urban, 
^ economics and policy evaluation. (Directs studies for * 
National Institute pf Education on financing of 
vocational education. 

ELEANOR HOSKINS, Executive (Director, Career Planning 

Center, Inc., Los Angeles, a private non-profit k 
organization. Also member of Los Angeles CountyPIC; 
California Advisory Council on. Vocational Education. 
Consultant to organizations on issues related to women 
and work 

TYB^IE KIRTMAN, Business Manager, Santa Barbara Nqws and 
Review, a cooperative weekly - newspaper . Also senior 
partner, Bols Bookkeeping Service and Admissions 
Committee member National Association of Alternative 
Newsweeklies . 

OAVIO 0LSEN-, President, New School 4 for (Democratic 7 " 
Management, San Francisco. ^ 

OSCAR G. PEREZ, Oeputy Oirector and Oirector for Economic 
Development, Spanish Speaking Unity Council, Oakland, 
a Title VH-fundea community development corporation. 

Resource Person: 



RUSS HART, Urban development Unit, Employment Development 
Department, .State of California^. 



ProiecQtaf f : 
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.LOYO C..LEE, Project Coordinator 

Attorney at law, National Economic Development and Law 
vCenter. 

BARBARABRW^i Assistant. t 
KAREN MOUNOAY, \ssistant. . * 
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